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VALEDICTORY 


This month will mark the passing of the 
Commonwealth Institute of Accountants, 
the members of which will meet on 18 

> December for the purpose of placing the 
Institute into liquidation. 
This event will be tinged with some re- 
grets, for the Institute has fulfilled an im- 
portant role in the commercial, industrial, 
and financial development of the Common- 
wealth during the last sixty-six years, and 
has been largely responsible for establish- 
ing the profession in Australia in the high 
level of public confidence that it now en- 
joys. 
The first move towards the formation of 
an association of accountants in Victoria 
Was made in December 1885, when Mr. 
) Charles A. Cooper, a member of the Society 
» of Incorporated Accountants & Auditors 
© (London) convened a meeting and pro- 
q os that a branch of the society be estab- 
ished in Melbourne. His proposal was set 
/aside in favour of a local independent 
‘body, but it is worthy of note that our 
‘Institute has always enjoyed a most 

friendly and beneficial relationship with 
) the Society. The formation of The Incor- 
» porated Institute of Accountants, Victoria 
| (the name of which was later changed to 
» Commonwealth Institute of Accountants) 
» Was decided upon at a meeting held on 
» 12 April 1886, called ‘‘to consider the pro- 
| priety of establishing an association of 
"those having kindred interests in their 
| common calling and a desire to place their 
P Profession on a higher plane than it had 
| Previously occupied in public esteem.’’ 
pthe small group of forty-five original 
SMembers laid a sound foundation, and 
there is every reason to be proud of the 
extent to which their desire has been at- 


Divisional and general councils and 
committees of the Institute have always 
taken an active part in considering and 
advising in regard to desirable amendments 
to statutes and pending legislation affect- 
ing the profession and the commercial com- 
munity generally ; although space does not 
permit a review of all the Institute’s ac- 
tivities in this direction, some important 
results are worthy of note. 


Early in its history—almost in its in- 
fancy—the Institute was responsible for 
having the appointment of municipal audi- 
tors in Victoria placed on a more satisfac- 
tory basis. ‘‘It is gratifying to know,’’ 
(says the Annual Report of 1892) ‘‘that it 
was on the initiative of this Institute that, 
for the first time in the history of British 
legislation, the formal recognition by Act 
of Parliament of the professional status of 
accountants was secured.’’ 


To the council of 1896 goes the credit of 
having introduced into British legislation , 
the private company. After considering 
representations submitted on behalf of the 
Institute to a select committee appointed to 
consider the new Companies Bill, the Gov- 
ernment adopted the recommendations, 
with some modifications, and introduced 
provisions for proprietary companies. It 
was not until 1908 that the English Com- 
panies Act recognized and made somewhat 
similar provision for private companies. 


The Institute had much to do with 
amendments incorporated into the Viec- 
torian Companies Act 1910, and it was also 
largely instrumental, despite strong oppo- 
sition, in influencing the provisions in the 
Victorian Companies Act 1938 relating to 
the published financial statements of public 
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Valedictory—continued 
companies, including the provision for con- 
solidated statements of holding and sub- 
sidiary companies. Somewhat similar pro- 
visions were incorporated in the English 
Companies Act 1947. 

The Institute can also claim a large 
measure of credit for the present high 
standard of accountancy education in Aus- 
tralia. It has always encouraged an exten- 
sion of accountancy education in all higher 
institutions of learning. 

As early as 1902, the Council, through 
its President, Mr. T. Brentnall, emphasised 
before a Royal Commission ‘‘the necessity 
for the University to provide facilities for 
students acquiring a knowledge of the 
higher branches of economics, commercial 
history, geography and law, banking, cur- 
rency and other subjects cognate to a 
higher commercial education’’ ; but twenty- 
three years passed before the School of 
Commerce was established in Melbourne 
University. The Institute has maintained 
the closest possible relationship with this 
school and has also actively associated it- 
self with the extension of accountancy 
education in other universities and techni- 
eal colleges, by recognition of examinations 
of satisfactory standards, the establishment 
of joint boards of examiners, refresher 
courses for teachers, and in many other 
ways. 

For these, and many other reasons, the 
present generation of accountants is in- 
debted to the founders of the Institute and 
those other members who, over the years, 
have devoted so much effort to its develop- 
ment and to raising the generai standard 
of the profession. Their task was not 
always easy, frequently there were serious 
obstacles to overcome, opposition from 
within and without, and sometimes bitter 
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eriticism. Despite all this, the road was 
ever upward, and despite changes in the 
personnel of councils the objective never 
faded: ‘‘to place their profession on a 
higher plane than it had previously oceu- 
pied in public esteem.’’ 

We are now entering another stage in 
the development of the profession, when 
we shall enjoy a unity not previously 
known, but the road must still be upward, 
the boulders must be surmounted, and the 
same objective must always be kept in 
view. Though the Australian Society of 
Accountants is newly founded, it is estab- 
lished to carry on the traditions of ‘‘the 
Commonwealth’’ and ‘‘the Federal’’; may 
its success be even greater than its sponsors 
anticipate. 

To the many men, some of whom are not 
now with us, who have served the Institute 
so well in the past, I say thank you for the 
inspiration you provided. 

To members of the general council, to 
members of the divisional councils, to mem- 
bers of the various committees, to many 
other members throughout Australia whom 
it has been my privilege to meet and to 
work with, and last, but not least, to the 
staffs of general council and the divisions 
I desire to express my sincere appreciation 
for the splendid service they have rendered 
and for the happy and willing co-operation 
they have at all times extended to me and, 
I am sure, also to my predecessors. 

To many members of the Federal Insti- 
tute of Accountants, with whom it has been 
my pleasure to co-operate during the last 
twenty months, I also say thank you for 
all that you have done. 


G. E. FrrzGerabp, 


President, Commonwealth 
Institute of Accountants. 
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ACCOUNTING AND LOGIC 


by 


S. R. Brown, Lu.B., F.I.C.A. 


(Seventh Commonwealth Institute of Accountants Research Lecture, 
delivered in the University of Tasmania on 30th July, 1951) 


Introductory 

Accounting is one of the fields of ac- 
tivity which is in a state of partial 
anarchy.! Evidence of this is plentiful 
and, in some respects the disorder has 
been very ably demonstrated.” 

It is true, of course, that most fields of 
endeavour are, at the present time, suffer- 
ing from the assertion by persons (many 
of whom are otherwise responsible) of 
standards of conduct which not only lack 
rigour but also have little substance to 
support them.* 

3ut the fact of there being any de- 
ficiency in the general pattern of conduct 
is not the root cause of the troubles which 
ail accounting. That root cause is twofold 
in nature, viz. : 

(a) the failure to give accounting an 
intellectual basis, and 
(b) a disorganised literature, 
and there seems little doubt that the 
second springs from the first. 

It seems more than a little strange that 
accountants who, by the very practice of 
their profession, possess in respect of a 
great many matters and in regard to a 
great many persons, powers of decision 
akin to those of a Judge, have, as a body, 
little disposition to enquire into these 
factors which ought to condition their 
judgments. 

In an attempt to go part of the distance 
towards rectification, the thesis here put 
forward will aim at demonstrating that 
the particular universe of discourse which 
is accounting — 


1 Another is psychology which, like accounting, 
has suffered from the lack of a Linnaeus during 
its formative years; e.g., Professor C. C. Pratt, 
The Logie of Modern Psychology. 

2See, for example, ‘‘ Accounting Standards,’ 
by A. A. Fitzgerald, and ‘‘The Status of the 
Accountant in Australia,’’ by N. S. Young—two 
papers read at the Second Australian Congress on 
Accounting, 1949; and ‘‘The Classification of 
Assets,’” by A. A. Fitzgerald, in Accounting 
Research, Vol. 1, at p. 357. 


’ 


(a) is a body of thought, the applica- 
tion of which requires the exer- 
cise of judgment in the making 
of decisions, 

and aceordingly 

(b) that accounting must be exam- 
ined in the light of other fields 
of mental activity, e.g., logie, 
mathematics, ethics, law, eeo- 
nomics and psychology. 


Judgment in Accounting 

There is nothing novel in the assertion 
that accounting requires the exercise of 
judgment. G. O. May has pointed out that 
‘“‘The work of the financial accountant 
involves the assumption of responsibility 
to persons other than the immediate client 
in matters which require the exercise of 
judgment in the selection and application 
of appropriate rules or principles and the 
adherence thereto if need be in the face 
of opposition from the client.’’* And it is 
a matter which the judiciary understands, 
as witness the remarks of Mr. Justice 
Wright in his charge to the jury in the 
Royal Mail Case: ‘‘The profession of ac- 
countanecy, as we know is a very distin- 
guished, very honourable and a very essen- 
tial profession in the commercial affairs of 
this country. Great trust must be reposed 
on the skill and judgment and honour of 
accountants. ’’5 

In accounting, a great deal of the re- 
cording work is reduced to a routine. This 
results in giving to accounting, particu- 
larly as far as those who are not account- 
ants are concerned, the flavour of it being 


3 Often, those most at fault in accounting are, 
paradoxically perhaps, the ones who profess to 
follow closely Institutional pronouncements. The 
fault with them is that they fit a recommended 
procedure to different sets of facts having but a 
superficial resemblance. The recommendation be- 
comes a haven rather than a helpful indicator to 
be used with discretion. 

4 Financial Accounting, 1946, at p. 64 (The 
MaeMillan Co.). 

5 Rex Vv. Kylsant, Notable British Trials Series. 
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Accounting and Logic—continued 

a subject in which judgment plays little 
or no part. There are, quite definitely, 
matters which require the exercise of 
judgment. In 1950 the American Institute 
of Accountants, without attempting an ex- 
haustive enumeration, pointed out the fol- 
lowing as judgment areas in accounting :® 

(a) Accounts receivable ; 

(b) Fixed Assets — particularly the 
problem as to whether subsequent 
expenditure is to be considered as 
an asset or an expense of the cur- 
rent period ; 

(ec) Depreciation ; 

(d) Inventories ; 

(e) Acerual of Income; 

(f) Prepaid Costs; 

(g) Whether to include or exclude a 
subsidiary in a consolidation ; 

(h) Elimination of inter-company 


profits and sales in a consolidation. 
But nowhere is the problem of judgment 
thrown out with such force as in the con- 
troversy in accounting theory between 
uniformity v. variation. As Samuel J. 


Broad has recently said: ‘‘The practices 
which might be most suitable for one in- 
dustry will be different at times from those 
which are most suitable for another in- 
dustry.’’ And again, ‘‘To some extent 
variations in accounting practice within a 
specific industry may be justified, if not 
necessitated, by different operating con- 
ditions.’’ And yet again, ‘‘. . . variations 
in accounting practice within an individual 
company are sometimes warranted and 
made desirable by different underlying 
economic or operating conditions.’’? 


Even though these matters clearly con- 
stitute judgment areas, the most innocent- 
looking ‘‘routine’’ transaction may also 
require individual decision. For example, 


6 Audits by Certified Accountants, published by 
the Institute. 

7The Journal of Accountancy, May, 1950, at 
p. 381. Italics are the writer’s. 

8 ‘* Accounting and Price Level Changes,’’ The 
Australian Accountant, Vol. XX, at p. 129. 

9The contrary view has been expressed. In 
‘<The Relationship between Accounting and Finan- 
cial Management,’’ by R. J. Chambers, The Aus- 
tralian Accountant, Vol. XX, 333, it is said, at 
p. 352: ‘‘Existing accounting methods involve a 
mingling of two distinct operations; the first is a 
fact-finding operation, the second an operation by 
which effect is given to judgment based on the 
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if we agree with A. A. Fitzgerald that ‘‘the 
purpose of financial accounting is, pri- 
marily, to provide information which will 
assist in determining the amount of dis- 
tributable profits and whether capital is 
being maintained,’’® and if the accounting 
policy is laid down that, for achieving this 
purpose small tools are to be dealt with on 
a current expenditure or replacement basis 
whereas major plant items are to be dealt 
with on a depreciation basis, it is clear that 
as invoices for purchases come up for clas- 
sification, judgments will have to be made 
as to whether particular items are one thing 
or the other. 

‘*Routine’’ transactions will be referred 
to at odd times later. 

Pages could be written canvassing views 
which support the claim that judgment is 
necessary in accounting, but quite apart 
from anything by way of testimonials, a 
moment’s reflection is all that is needed to 
conclude that judgment is a condition 
precedent to entry in the books, let alone 
its exercise in other phases of accounting 
activity.® 

Decisions in accounting have to be made 
in respect of three matters— 

(a) as to what ts the transaction which 
is to be recorded in the books; 
(b) as to in what form the transaction 
is to be recorded and ultimately 
reported ; 
(c) as to what reported figures in 
financial statements mean; 
and each of these matters requires the exer- 
cise of judgment by accountants. It is not 
universally accepted that (c) is within the 
scope of accounting.’ But as Sanders, 
Hatfield and Moore have pointed out, ‘‘An 
understanding of the extent to which judg- 
ment has thus entered into the prepara- 
tion of accounting statements is essential 


accounting facts and all other facts relevant to the 
business situation. The first operation is within 
the competence of the accountant; the second is 
equally clearly beyond his scope.’’ Continual 
reference is made in this work limiting accounting 
to a fact-finding function, e.g., later at p. 353— 
‘‘aecountants must visualise their function as the 
presentation of unvarnished fact.’’ This view can- 
not be supported even having regard to the fact 
that the writer restricted his discussion 10 
‘*private business enterprises.’’ 

10 For example, see ‘‘Accounting and Price 
Level Changes,’’ by A. A. Fitzgerald, The Avs 
tralian Accountant, Vol. XX, 129, at pp. 129, 130. 
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Accounting and Logic—continued 

to the comprehension of them. And it 
is submitted that there is nothing about 
(c) which offends the Oxford Dictionary 
meaning of accounting,’* and that it is to 
be taken in such a context as includes, for 
example, the valuation of company shares, 
the valuation of goodwill and the computa- 
tion of claims under loss of profits insur- 
ance. 

A slight digression may be pardoned 
here. Up to a point it is understandable 
that accounting literature has been for the 
last hundred years mainly preoccupied 
with problems associated with corporate 
accounting. The latter half of last cen- 
tury was an age remarkable for its flood 
of litigation involving payment of divi- 
dends out of capital, ete., and as a conse- 
quence the bulk of our professional writing 
in this half-century has been directed to 
setting corporate accounting on a firmer 
foundation. But the trend in recent years 
is alarming. Writing is being deflected 
with a bias towards large corporations. 
This results from American influence, and 
it seems to be a matter of little moment 
that in America large corporations are 
reasonably numerous, whereas here they 
are comparatively rare; and apart from 
that, the administration of Australian busi- 
ness corporations is not always conducted 
on the same lines as those in America.'® 
There really ought not to be the bias there 
is towards corporations — large or small.’ 


Arising out of this trend is the claim by 
some persons that accounting is an activity 
existing solely for the needs of manage- 
ment. Those who make this claim would 
appear to be corporation-minded, and, in 
addition, forget that accounting exercises, 
quite properly, functions in areas in which 
management plays no part.’®5 But even in 
the case of corporations, it cannot be said 
that accounting is or should be subordin- 
ated to management for it, accounting, is a 
social foree. As such it has had to mould 


2711 


114 Statement of Accounting Principles, at p. 3. 

12The Shorter Oxford gives as the transitive of 
the verb ‘‘to Account’’ the following meaning: 
“To estimate, value, hold (a thing to be so and 
80).”? 

13See two excellent treatises — Directors and 
their Functions, by J. C. Baker, 1945, Harvard; 
and The Board of Directors and Business Manage- 
ment, by M. T. Copeland and A. R. Towl, 1947, 
Harvard. 
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for itself standards (whatever their short- 
comings to date) to meet the varying de- 
mands made upon it by different social 
interests. It is'one thing to say that ac- 
counting should give all the assistance it 
can to management, but quite another to 
suggest that accounting must have rezard 
only to management. The claim that our 
conventions and doctrines should be built 
around the idea that accounting has as its 
purpose the report of stewardship to in- 
vestors, no longer has any validity in a 
society which has changed so much since 
the turn of the century. 


The Universe of Discourse which is 
Accounting 


Perhaps the first thing to be considered 
in an examination of accounting in the light 
of other fields of activity is that there is a 
particular universe of discourse which is 
accounting. In the context constituted by 
this universe, propositions have meanings 
which they do not have in some other con- 
text. As Latta and MacBeath have said ;"* 
‘*Every proposition has a context, in which 
it is an element. It is made on certain 
grounds or in a certain universe of dis- 
course. The proposition is so bound 
up with its universe of discourse, that 
the very meaning of the proposition, 
its ‘ideal content’ is determined by its 
universe of discourse.’’ Thus, the pro- 
position — recorded depreciation is an 
operating cost — has meaning in the uni- 
verse of discourse which is accounting, but 
it is doubtful whether it has meaning in 
any other universe. But, although this 
aspect of accounting is fundamental, it 
has not always been recognized as such. 
Failure to recognize it has, it seems, been 
responsible for the numerous abortive at- 
tempts to set down a terminology. And it 
is to be noted that of the men who attain 
eminence in the field of aceounting and 
acquire directorships and high-level ad- 
ministrative positions, many reverse their 


14This is not to imply that the writer is not 
alive to the importance of the corporation in our 
social structure. 

15 Examples of such areas are: many (not all) 
deceased estates, trust estates, bankrupt estates, 
and valuation matters the data of which consist 
mainly of financial statements and transactions to 
be translated into financial language. 

16 The Elements of Logic, 1949; MacMillan & Co. 
Ltd., at p. 85. 
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Accounting and Logic—continued 

attitude to accounting and demand of ac- 
counting propositions in terms understand- 
able in more universes of discourse than 
one. This attitude has hamstrung account- 
ing, since it emanates from persons occupy- 
ing positions of influence in society. Al- 
though accounting is not nor could be of 
the complexity of, say, physics, it has yet 
long ago passed the stage at which it be- 
came entitled, by virtue of its complicated 
condition, to speak in its own language. 

This thesis maintains the argument that 
there is a particular universe of discourse 
which is accounting. 

If this is accepted it is then necessary to 
realize that any proposition in accounting, 
must, in order to have meaning, be made 
about, or be referable to, an entity. The 
statement, ‘‘It is necessary to make pro- 
vision for doubtful debts,’’ has no meaning 
and could not constitute a proposition in 
accounting, unless it be taken as referring 
to an entity thus —‘‘In certain entities it 
is necessary to make provision for doubtful 
debts.”’ 

To illustrate a little more fully, take the 
following definition of ‘‘Liabilities’’ issued 
in America in 1931: 

Debts or legal obligations by a per- 
son, partnership, corporation. associa- 
tion or estate, payable out of assets. 

What the framers of this definition were 
attempting to make out was that, in ac- 
counting, the term ‘‘liabilities’’ means 
‘“debts or legal obligations of a person... 
payable out of assets.’’ It is submitted that 
in accounting ‘‘liabilities’’ so defined has 
no meaning. The confusion is illustrated 
by the not uncommon case of Tom Jones. 
He is a person who— 

(a) is the sole proprietor of Jones’ 

Grocery Store, which is looked 
after by accountant A; 

(b) is the sole proprietor of Jones’ 
Timber Yard, which is looked 
after by accountant B; 
owns shares, stocks, houses, etc., 
which are looked after by ac- 
countant C, who, of course, will 


(ec) 


17 The definition has other defects, e.g., it is too 
rigid and does not allow for the different degrees 
of liability, viz., (a) legally binding, (b) pro- 
visional and (c) contingent. 
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have due regard to the fact that 
among the assets of his client are 
the investments in (a) and (b). 

Here, there are three entities involved. 
There is only one person. Accountant A 
may know nothing about (b) or (c), nor 
might B know anything about (a) or (ce). 
It is precisely for this reason that when A 
and B are talking about liabilities, they do 
not mean anything more than liabilities of 
entity (a) or (b), respectively. If ‘‘en- 
tity’’ was meant instead of ‘‘person,’’ why 
did not the definition say so, and why was 
it necessary to carry on and name partner- 
ship, corporation, association or estate? 
These latter may all be entities for the pur. 
poses of accounting. 

In the illustration above, the three en- 
tities, although they might overlap, are 
nevertheless three separate entities. But 
there could be another. Suppose one were 
to say to C —‘‘What are Jones’ liabili- 
ties?’’ The answer may still not include 
all that Jones owed. The accounts of the 
milkman and his children’s schools may be 
just to hand and awaiting payment. There 
could be a fourth entity involving all 
Jones’ assets and all his liabilities, private 
or otherwise. 


Thus the statement that ‘‘ Liabilities 
mean debts or legal obligations by a person 
... payable out of assets’’ has no meaning 
as a proposition in accounting :17 

It is, therefore, important to realize that 
propositions in accounting must relate to 
entities if they are to be propositions.’® At 
the same time, it is to be noted that we 
make propositions about propositions in 
accounting. In that case, what we are 
doing is theorizing about accounting, and 
it will be most convenient if we call all such 
propositions as belonging to Accounting 
Theory. 

It is submitted that one of the greatest 
causes of confusion in accounting theory is 
the fact that all accountants are not in 
accord with one another about the nature 
of the accounting entity. Let us take one 
or two simple illustrations: 

(a) X and Y are in partnership 4 
fruit canners. They are active 


18 We will consider the nature of propositions 
generally later. 
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Accounting and Logic—continued 
principals with a staff. They 
agree that they should receive a 
certain salary. 

(b) X and Y own all the shares in a 
limited company which carries on 
business exactly as in (a). 

Assuming there is no question as to the 
legitimacy or adequacy of the remunera- 
tion payable to X and Y in each case, why 
do some accountants consider that the 
salaries as in (a) are drawings while those 
in (b) are expired costs of earning the 
income for the period? 

It is submitted that this difference of 
opinion exists because many accountants 
confuse the accounting entity and the legal 
entity involved. They assume that the 
treatment of the item ‘‘salaries’’ in ease 
(a) is dependent upon the fact that there 
is no legal entity independent of the pro- 
prietors. There is such an independent 
legal entity in case (b). 

What such persons forget is that there ts, 
in case (a), an accounting entity which ts 
independent of the proprietors. And in 
accounting, the salaries paid to X and Y 
is just as much a cost to the entity of earn- 
ing the income of the entity as is the wages 
paid to the apple corers. Failure to ob- 
serve this has led to bad costing in practice. 

Take, as another example, one of the 
aspects of the problem of interest on 
eapital— 

(a) Company X is financed almost 
completely by debentures — only 
a small issued capital. 

(b) Company Y has no debentures 
but large issued capital. 

In ease (a), accountants, as a general 
rule, have no compunction about claiming 
interest on debentures as a cost of earning 
income. In ease (b), only rarely do ac- 
countants suggest that interest on paid-up 
share capital is a cost of earning income. 
Why? Shareholders are not so obviously 
outsiders as are debenture holders, to the 
accounting profession. And the legal com- 
pulsion to pay interest on debentures and 
not to pay interest on capital just about 
caps the dominance which the legal entity 
concept has had over the accounting entity 
concept. From the accounting entity point 
of view, what does it matter which form of 
contribution is made to the fund necessary 
to carry on the business of the entity? 
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Interest should, or should not, be a cost of 
earning income no matter from what 
source the entity has available to it, to the 
funds it uses. 

In the case of a partnership entity, the 
position of interest on capital is still more 
confused. This is not merely an academic 
question. The British Federation of Master 
Printers, in their Handbook, have advo- 
eated the principle that all costs incurred 
in running the business must be recovered 
in the contract price charged for jobs, and 
they specifically state that one of such costs 
is interest on capital. Not all accountants 
would subscribe to this view, which only 
indicates that— 

(a) the accountants who do not are 
wrong; or 
the printers are wrong; but 
in any case, before we can say 
whether one or the other is wrong, 
we must understand better the 
nature of the accounting entities 
with which we deal, for it may be 
appropriate to some entities but 
not to others. 

It is noted, in passing, that some account- 
ants go part of the way in this matter, by 
holding that interest on the capital invested 
in, say, the factory buildings and plant is 
a cost of manufacture. 

Another reason why this matter is not 
merely of academic interest is that it has a 
high ethical content. It is the consumer 
public which, in the last resort, feels the 
impact of the decision made. What view 
ought accounting to take? This aspect will 
be considered at another time. 

What we must take account of here, 
however, is that from the viewpoint of 
logic, accounting must be in respect of 
something. The aurora of acts, things and 
events focusing at a particular point 
(which, although it is conceptual is never- 
theless a point) is referred to here as the 
accounting entity. Some may argue that 
this proposition would require accounting 
to account for an unreality as though it 
were a reality, for something which does 
not exist as though it did exist. They 
may say, by way of example, that a co- 
herent entity theory of this kind would 
force accountants to treat, for certain pur- 
poses, in a particular case, interest on 
capital as a cost like wages, when in fact it 
never was an outgoing (or alternatively 


(b) 
(ce) 
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Accounting and Logic—continued 

that interest on debentures must be treated 
as never having been paid when in fact it 
was paid). 

To the general objection there is an ob- 
vious answer. The objection is such that, 
to meet it, one is quite justified in calling 
upon the philosophers; and if that be done 
it will not be difficult to argue for the 
reality of an idea in the mind. If there 
were no reality to an idea in the mind we 
would not be here like this. 

To the particular objection there is the 
equally obvious answer that accounting has 
never acted otherwise than upon the as- 
sumption that there are many things to be 
treated as if they were acts, things or 
events of a particular sort. 


Accounting and Logic 

Although accounting is, in many cases, a 
contemporaneous activity, i.e., one going on 
at the same time, or within a reasonable 
time of the occurrence of the transactions 
which are the subject of translation in the 
accounting record, a great deal of account- 
ing is eoncerned with recording non- 
contemporaneous events.’® The span of 
time between the happening of an event 
and its recording may, in the ordinary 
way, be anything up to eighteen months, 
and in special cases, years. This makes of 
the accountant an historian. He has to do 
precisely what the historian does—investi- 
gate events in the past—and in doing that 
he must make, as Collingwood says, ‘‘a 
distinction between what may be called the 
outside and the inside of an event.’’*° The 
‘‘outside’’ is, for example, a debit in the 
client’s pass sheet; the inside is the reason 
why the cheque was drawn. For the ac- 
countant, this inside aspect of an event is 
just as important as the outside, but it is 
yet clear that it, the inside aspect, may 
never be known. Knowing it may depend 
upon the thoughts of the person respon- 
sible for the event. But interrogation may 
not be possible or, if it is, the person may 
not remember. All that is left is, in the 





19 At present it is customary to refer to record- 
ing of purely a routine nature as bookkeeping. 

20Idea of History, by R. G. Collingwood, 
Oxford, 1946, at p. 213. 

21 Article, ‘‘Logie and History,’’ by G. Buch- 
dahl, The Australian Journal of Philosophy, Vol. 
26, at p. 97. 
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words of Buchdahl, ‘‘circumstantial rea- 
soning, theory and construction.’ Ac- 
countants are familiar with this and con- 
sciously or unconsciously they are aware 
of the use of logic in the type of recon- 
struction work to which we are referring. 

Accounting is not an activity wholly en- 
gaged in dealing with directly perceived 
events. Some of it is, but perception of 
actual events is not a necessary condition 
to recording in accounting. The accountant 
rarely, if ever, sees the purchases or sales 
which are recorded under his direction; 
often he does not see the new plant until 
perhaps months or years after it is re- 
corded, let alone perceive that it is depre- 
ciating and by how much. Inference thus 
plays an important part in accounting. 
What evidence there is ‘‘in the shape of 
documents, ete., may be said to be per- 
ceptible, but not the facts for which these 
are the evidence. For this reason alone we 
may expect a certain amount of inferential 
reasoning and circumstantial argument.’ 


Facts which the accountant is concerned 
to examine in order to judge what they are 
for purposes of incorporation into the ae- 
counting record, may be incorrigible (i., 
hard) or corrigible (i.e., soft). Probably 
we ought not to refer to a fact as incor- 
rigible unless it is directly perceived, but 
it will suit us to retain this description 
both for directly perceived events and also 
for events the evidence for which is s0 
clear and unmistakable that it amounts to 
direct perception. The duplicate copy of 
a sales invoice may be sufficient evidence 
of an incorrigible fact, viz., a sale, if the 
invoice bears a serial number which is in 
sequence with those before and after it and 
if the invoice is made out in the ordinary 
way (not bearing any special notation, as 
for example, ‘‘On loan for demonstration 
purposes.’’) But while this may be evi- 
dence of an incorrigible fact for the pur- 
poses of financial accounting, it will not 
be so for the purposes of cost accounting,™ 
part of the function of which is to control 
stocks. 


22 Ibid., at pp. 100, 101. 

22a Let us assume for the moment that financial 
accounting and cost accounting are parts of the 
field of accounting. It is felt that the reader 
intuitively understands this distinetion between 
the parts of the whole, even if such distinction is 
of doubtful value ¢see post). 
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Accounting and Logic—continued 

If the invoice referred to records, for 
example, the sale of 12 gallons of paint, 
the respective attitudes of the financial 
accountant and the cost accountant may be 
summed up as follows: 

(a) The financial accountant may say, 

‘*There being nothing odd about 
this invoice, I am entitled to aec- 
cept it as evidence of an incor- 
rigible fact of a sale of 12 gallons 
of paint. If I were not to be 
allowed so to accept, then I would 
never be done.’’ 
The cost accountant, on the other 
hand, is quite clear that the evi- 
dence is corrigible. ‘‘This,’’ he 
will say, ‘‘is not evidence of an 
incorrigible fact in my record un- 
til | have compared the quantity 
of paint in stock with that on the 
stock ledger card and find them to 
be the same.’’ He will then go on 
to explain that if he does not 
make that comparison immedi- 
ately after the stock goes out for 
this sale, he may never know 
whether the sale was an incorrig- 
ible fact or not. If six more sales 
intervene before the check and if 
the check then discloses that ac- 
tual stock is 2 gallons less than 
the stock ledger, he may never 
know which of the sales is evi- 
dence of corrigible or incorrigible 
facts, but at least he may know 
that he cannot take them all as 
incorrigible. And that is still im- 
portant information. 


In many instances, there are degrees of 
corrigibility of facts, which degrees are 
ultimately eliminated to place the fact at 
one end or other of the scale. 

On a true philosophical analysis it will 
probably be found that accounting records, 
only comparatively rarely, facts which to 
the knowledge of the recorder are incor- 
rigible. But nevertheless, the accountant 
records most facts as if they were incor- 
rigible. However, in some cases he makes 
it clear to all concerned that a particular 
fact is corrigible. For instance, when he 


23 Bosanquet, The Essentials of Logic, 1903, 
MaeMillan & Co. Ltd., at p- 80. Judgment need 
not, of course, necessarily be expressed in words. 
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shows in the balance sheet the item, ‘‘Pro- 
vision for Doubtful Debts,’’ he is virtually 
saying, ‘‘Some of the debts due to this firm 
may not be recovered; how many or what 
their total value is I do not know; from 
various items of knowledge at my disposal 
I estimate that they are so much; it may 
be that none of the debts will be lost, but 
on the other hand, more may be lost than 
this estimate ; so I use the term ‘Provision’ 
... to tell you that it is not an incorrigible 
fact that this firm can claim that among 
its various items of property there is one 
consisting of cash to be collected from 
debtors of so much.’’ 


The Propositional Nature of the 
Accounting Record 


Looking at the accounting record as an 
accomplishment it may be viewed as a set 
of propositions. The great variety and 
number of entries assert propositions of 
various kinds. Logicians say that a judg- 
ment expressed in words is a proposition,** 
so that in taking this view we are in ac- 
cord with what we have already noted 
about the nature of the accounting process. 


Judgment has been defined as ‘‘the refer- 
ence of a significant idea to a subject in 
reality by means of an identity of content 
between them.’ Judgments in account- 
ing correspond to this definition. Assume 
an item in a manufacturing account of a 
particular entity as follows :— 


Depreciation of Plant, £2,000. 

What is the idea and the reality involved 
here? It is clear that the first thing we 
have to consider is the term ‘‘reality.’’ 
What does it mean? The Shorter Oxford 
says, inter alia, that reality is the quality 
of being real or having an actual existence. 

Assuming that we understand what this 
deseription means, what is the reality 
which accounting seeks to portray? It is 
doubtful whether anyone would disagree 
with the claim: that in the case of a profit- 
making entity accounting seeks to portray 
profit as a reality. But, it is submitted that 
profit is something which has no objective 
reality. Profit does not exist independently 
of the accounting for it. 


24 Ibid., at p. 79. 
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Accounting and Logic—continued 

Despite the fact that profit is simply the 
result of the manipulation of certain rules 
in conjunction with empirical data, there 
is nothing to prevent us from postulating 
profit as if it were a reality. This is an 
indispensable fiction in accounting. Profit, 
thus viewed, is but a coneept—a logical ex- 
pedient devised to enable us to move about 
and act in the real world. 

For the moment we will assume that 
there are two subjects of the postulated 
reality which is profit, viz., expired costs 
and income, and we will assume further 
that we know what they are. Now let our 
hypothesis be that profit is the excess of 
quantified income over quantified expired 
costs. 

If ‘‘expired costs’’ is a subject in reality 
we can now assemble the components of 
our judgment. The proposition — Depre- 
ciation of Plant, £2,000—means that we are 
referring a significant idea (viz., a £2,000 
part of the cost of plant) to a subject in 
reality (viz., expired costs) and are claim- 
ing an identity of content between them. 

But this judgment and all others like it, 
e.g.— 

that advertising is an expired cost; 

that insurance is an expired cost, 

that rates and taxes are expired costs, 
have no value as judgments unless we know 
what we mean by ‘‘expired costs’’ means 
except by definition (see post). 

Up to this point an examination of ac- 
counting in the light of logic has produced 
the following— 

(1) That an accounting record or 
statement is a set of propositions; 
That, being a proposition, each 
entry in the record or each state- 
ment made must be referable to a 
subject in reality ; 

That, for accounting to have 

meaning, it is necessary to postu- 

late in respect of each accounting 

entity— 

(a) the reality sought to be por- 
trayed, 

(b) the subjects of that reality. 


(2) 


25 For example a sub-division should really be 
made of Type A entities so as to deal separately 
with active profit-making entities which are closed- 
venture units. 
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The Reality which Accounting Judgment 
Seeks to Portray 


The first and most important task for 
accounting theory is to enumerate the dif- 
ferent types of accounting entities and to 
postulate in respect of each the reality 
sought to be portrayed. The following 
table is put forward as a first attempt. It 
is merely a suggested line of approach to 
the task indicated and should not even be 
taken as holding that all entities may be 
classed under the four categories set 
down.”> But at least it is in such a form 
that we can use it for the purpose of ex- 
amining the reality accounting seeks to 
represent. 

For the present we will confine our at- 
tention to those entities of the Type A. As 
shown in the table it is submitted that 
there is a dual reality in this type of en- 
tity, and the function of accounting is to 
determine profit and at the same time to 
trace and keep identified two classes of 
equities. These realities are not unrelated. 

Let us look a little more closely at the 
nature of the postulated reality which is 
profit in a Type A entity which is not a 
closed venture. It does no violence to 
hitherto accepted accounting procedures 
and standards to lay it down that the two 
subjects of the reality which is profit are 
income and expired costs. Nor are we 
making any departure to say that— 

(a) there are costs incurred by an 
accounting entity ; 
in a selected period of time some 
of those costs will expire; and 
(c) at the end of that period some of 
those costs will be unexpired. 

We then go on to state that profit results 
simply from the matching of the expired 
costs with income. But all of this is mere 
verbiage. It is only acceptable provided we 
ean assign to the classes we have postulated 
definitions so that we can determine what 
the content of each class is. 

If we do that, we can then, but only 
then, employ the syllogism,”®* in our judg- 
ing of the material which requires trans- 
lation into the accounting record. 


(b) 


25a The syllogism is a form of inference. It is 4 
formal expression of the following kind, the rela- 
tion betwen the middle term being one of predi- 
cation: 


Man is mortal 
Socrates is a man 
-. Soerates is mortal 
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Accounting and Logic—continued 


Entity Examples 

Profit-making active 
Trading Partnership 
Sole Trader 


Profit-making static 


Non-profit making 


active charitable purpose 


Non-profit making Deceased estate 


static 


Taking first the class of all things which 
are costs, we may tentatively define it as 
follows: 

Costs is the class of all acts, things 
and events, (a) in respect of which an 
entity has outlaid or committed itself 
to outlay money or money’s worth, 
and (b) which require quantification, 
description and recording.”® 

The next step is to define the principle 
which we must use to determine, at an 
arbitrary point in time, the two sub-classes, 
expired costs and unexpired costs.** 

One principle advocated by many writers 
has no foundation in reason whatever, viz., 
the principle of utility. They say that “‘ex- 
pire’? means to come to an end of useful- 
ness or benefit. This would mean that un- 
expired costs are those which at, the rele- 
vant point of time still have some utility. 
Qn this basis, the salary of a clerk for the 
period would seem to be an expired cost 
because he does not serve beyond the 
period for which he is paid, and the pur- 
chase of plant would be an unexpired cost 

*6It is to be remembered that the context in 


which this definition is set is the universe of dis- 
course which is accounting. 


Trading Corporation | 


‘*X’’ Company’s Shares 


Society raising funds for 
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_ Reality 
1. Profit for an ac- 
counting period 
2. External and inter- 2. 
nal equities. 


Subject of Reality 
1. (a) Income 
(b) Expired Costs 
(a) Persons entitled 
to equities 
(b) What represents 
the equities 
Their value (a) Profit of the en- 
tity, the ‘‘X’’ 
Company as an 
active unit 
Net assets of 
the entity, the 
**«X’’ Company 
Receipts 
Expenditure 
Persons entitled 
to equities 
What represents 
the equities 
Assets 
External 
ties 
Income — Re- 
ceipts and pay- 
ments 
Corpus — Re- 
ceipts and pay- 
ments 


1, Cash surplus or de- 1. 
ficiency 
2. External equities 


1. Corpus of estate 
equi- 


2.Character of  re- 
ceipts and payments 
subsequent to death 


because at the relevant date it is still of 
some utility. But could not the total salary 
of the clerk for the period be looked upon 
as a cost which, at the relevant date, 
is still of some utility, since if he had not 
been paid what he was he would not con- 
tinue in the service? If the mind revolts at 
this suggestion, what about the case where 
the sales manager is sent to, say, India to 
open up three agencies, which he does, and 
which costs the entity £1,200 in travelling 
expenses. Suppose these agencies result in 
earnings for the entity which accrue imme- 
diately and continue indefinitely. If loss of 
utility were the test of expiry, on what 
logical grounds is it that this £1,200 ever 
gets to be classified as an expired cost ? 

For that matter, whoever supposed that 
the proprietors, creditors, bankers, ete., of 
an entity looked upon the block of items 
charged in the profit and loss account for a 
particular period as being of no benefit to 
the future? Does any accountant, for in- 
stance imagine that expired costs matched 
against income in respect of incertive 

27 The words ‘‘costs,’’ ‘‘expired’’ and ‘‘unex- 
pired’’ are deliberately used in the hope that they 
will be a more logical basis for argument than 
terms like revenue expenditure and capital expen- 
diture. 
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Accounting and Logic—continued 

wages, morning tea, canteens, dining- 
rooms, sunrooms, first aid, music, literature, 
laundry and wearing apparel, to name a 
few items, represent no benefit for the 
future? 

Consider the following statement of 
opinion :*8 

“‘This division of expenditure is 
made according to the following rules: 
(a) If the expenditure is of such a 

nature that its benefit is exhausted 
during the period under review, 
then it is chargeable against in- 
come ; 

If the expenditure is of such a 
nature that its benefit will be felt 
in future years, then it must be 
regarded as capital expenditure 
which will be allocated over the 
period of its utility.”’ 

Actually, these are not rules at all. Even 
if they were rules, it would be necessary to 
have other rules to apply to them to find 
out what they meant. 

Another principle sometimes advocated 
is the principle of recurrence. This puts 
forward the rule that costs incurred in the 
period of such a kind as will recur are to 
be treated as expired costs. For instance, 
salaries, rent, ete., paid this year will all 
recur so that they are to be written off 
against income. This principle is, of 
course, absurd, because applied logically 
it would not produce any cut-off point at 
all. Yet some persons to the writer’s know- 
ledge use this principle and, in fact, what 
happens in some cases is that all costs are 
treated as expired costs and matched 
against income, a course of conduct which, 
although employing the principle at the 
beginning, ends up by not needing the 
principle at all. 

A principle which is capable of yielding 
the bulk of the content of the sub-class, 
expired costs, is the Principle of Identity. 
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This principle may be stated in the follow- 
ing terms :— 

In respect of an accountng period 
of a particular entity, those costs 
which are identifiable with the income 
earned in that period, that is, those 
costs traceable to specific units of 
activity which yield the income for the 
period, are expired costs.*® 

In connection with this principle, the 
following observations may be made: 

(1) It includes as expired costs all 
those costs which vary with the 
level of production and sales. 

(2) It indicates that there is not, or 
ought not to be, any distinction 
between the fundamental objec- 
tive of the cost accounting and the 
financial accounting for the type 
of entity under consideration. 

It spotlights the main function of 
accounting of measuring ‘‘the 
consumption of resources which is 
made good (at least in part) from 
the proceeds of sales’’;*® there 
‘*sales’’ is to be taken as includ- 
ing those of product or service 
units. 

It indicates that the concept of in- 
come is complementary to that of 
expired costs. 

There is nothing inherent in any 
particular item which makes it fall 
into one class of costs or the other. 
For instance, we cannot say that 
the item Freehold Land, isolated 
from its entity context, has any 
quality which makes it, at any 
instant of time, an expired cost or 
an unexpired cost. The same goes 
for any item. 

It will force a dissection of a cost 
(e.g., of plant and machinery 
used in a manufacturing busi- 
ness) in order to ascertain what 
part of that cost is identifiable 





28 The Principal Functions of the Corporation 
Balance Sheet, by R. N. Denton, The Secretary in 
Australia and New Zealand, April 1951, at p. 54. 
This extract is selected only because it is such a 
typical statement of the matter. 


29 For observations in respect of income see post. 
It is noted that Harry Norris, in his book Account- 
ing Theory, makes the following statement: ‘‘The 
rules for ascertaining profit are usually thought of 
something like this: 


(a) that profit arises when a sale is made; and 
(b) that profit is to be computed by apportion- 
ing costs to relevant revenues. 
These popular ideas seem to me to be quite correct, 
though perhaps not self-evidently so, for sometimes 
accountants use methods which run contrary to 
these rules.’’ Of course, Norris is quite wrong to 
tag these ideas as popular. So to describe them 
connotes that they are fairly universally acted 
upon, which even Norris himself admits is not 80. 
30 W. A. Paton, Essentials of Accounting, 1938. 
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Accounting and Logic—continued 
with the units of activity which 
yield the income taken in. In this 
connection, the recent remarks of 
D. M. Russell are well worth not- 
ing: ‘‘It seems certain that period 
accounting is less impressive to 
the cost accountant than product 
accounting. As an example, the 
cost accountant sees little justifi- 
cation for basing depreciation of 


machinery on annual accounting’ 


periods when the cost of the use 
of the machinery can be measured 
better in terms of its units of 
production or the hours of its use 
in production. ’’3! 

But the principle does not account for 
many types of costs which may arise from 
the conversion of the resources of an entity 
from one form to another. These conver- 
sion losses (so ealled for want of a better 
description) are thrown out without any 
return. They are not identifiable with the 
income for the period under the above 
principle since they were not incurred in 
gaining it. Examples are: (a) stock which 
is a bad buy, can never be sold, scrapped ; 
(b) bad debts in respect of sales taken into 
a previous period; (¢) travelling and other 
expenses incurred in abortive attempts to 
procure supplies, or to procure sales, or to 
acquire knowledge of better methods of 
production, distribution and administra- 
tion. 

On what principle is it that these items 
are to be classified as expired costs? We 
know they are so classified in many cases. 
And probably we feel intuitively that they 
ought to be so classified. 

_ We can probably say this about such 
items—that they are all of a kind which 
we cannot match as costs against future 
income. Many accountants make a distinc- 
tion between ‘‘eosts’’ and ‘‘losses’’ and 
they emphasize that the type of item under 
consideration is a loss not a cost in earning 
Income. References contained in Gilman*? 
on this matter are very interesting. After 
pointing out that it is commonly regarded 
as important, from the operating point of 
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view, to distinguish between costs, other 
operating expenses**® and losses, he agrees 
that such distinction ought to be made, but 
holds that that does not mean that they 
should be treated differently in the caleu- 
lation of final net profit. ‘‘This Point,’’ 
says Gilman, ‘‘has been emphasized by 
Littleton,** who asks, ‘Is not the income 
statement the recognized means of convey- 
ing information to the reader about asset 
diminutions? Why should loss diminution 
have a status different from that given to 
expense diminution?’ ’’ 

The difficulties associated with these 
opinions are, today, obvious. Whoever sup- 
posed that it was the function of the 
income statement to convey information 
about asset diminutions? Accountants have 
always been aware of the fact that asset 
diminutions are recurring all the time, but 
little or no effort is made to record many 
of them. Modern analysis refutes the state- 
ment in the last sentence of the quotation, 
and for good reason. The difference in 
status between costs and losses must be 
preserved. 

There may be a principle which can be 
used to match these losses against income 
in addition to the costs of earning the 
income. This principle may be deduced 
quite simply from the fact that the entity 
is carrying on a business. But amplifica- 
tions must be left till later. 

The importance of having clear ideas 
about costs is illustrated in the depre- 
ciation on appreciation problem. A machine 
used in manufacturing a product has been 
written out of the books yet still continues 
to be used in making the product. Should— 

(a) the machine be written up in the 
books and depreciation taken as a 
cost and matched against income ; 
or 

(b) shovld the machine be henceforth 
regarded as ‘‘cost free’’? 

On the basis of the definition of cost 
which we originally took, such a deprecia- 
tion charge as in (a) would not at first 
appear to be justified. But in an attempt 
to rationalize the recommendation of the 





_ 31‘* Applications of Generally Accepted Account- 
ing Principles to Cost Aceounting,’’ N.A.C.A. 
Bulletin, Vol. XXIX, No. 24, at p. 1542. 

32 Accounting Concepts of Profit, 1939, The 
Ronald Press, at p. 291 et seq. 


33 It is not clear what the distinction is between 
costs and other operating expenses; or that any 
ought to be made. 

34‘*‘High Standards of Accounting,’’ The 
Journal of Accountancy, August, 1938, p.101. 
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Accounting and Logic—continued 

Committee in Accounting Procedure* that, 
having written up such an asset, income 
should be charged with depreciation com- 
puted on the new and higher figures, we 
might argue that— 

(a) the debit thus raised only places 
the machine in the same position 
as a donated asset and if the en- 
tity had not acquired it thus it 
would have had to incur the out- 
lay in the ordinary way and that 
if management profits the entity 
in the use it has made of the 
machine, then a capital profit re- 
sults which is a fact required to 
be recorded just like any other 
fact; or 
that our original definition of cost 
should be amended so as to allow 
it to include among expired costs 
the cost in respect of ‘‘cost-free 
assets’’ such as this. 

Either of these arguments would pre- 
serve the Committee’s recommendation and 
justify its observation: ‘‘ From the strictly 
accounting point of view the depreciation 


charge against income is the element of 


primary importance. It should fairly re- 
flect the consumption or expiration of 
property usefulness that has taken place.’’%* 

The alternative view, viz., that the 
machine should henceforth be taken as 
cost-free is advocated by those who, like 
A. C. Kelley,** think that there is nothing 
unusual in assets both tangible and intan- 
gible ‘‘being used for some time after their 
eosts have been fully recovered by the 
owner.’’ The writer referred to continues, 
‘‘There is nothing unethical in such use, 
but to charge duplicate costs for such use 
is illogical, and is bound to give a distorted 
picture of the amount of income earned by 
the enterprise to the public and outside 
investors.’’ Unfortunately, Mr. Kelley is 
not demonstrating anything as being illogi- 
eal. He has put forward no set of rules 
which are to be used in ascertaining costs, 


35 Accounting Research Bulletin, No. 5, Ameri- 
ean Institute of Accountants, 1940. It is to be 
noted that part of the committee’s recommenda- 
tion contained the statement that ‘‘ Appreciation 
normally should not be reflected on the books of 
account of corporations.’’ 

36 Ibid. 

37‘*Definitive Ineome Determinations: The 
Measurement of Corporate Incomes on an Objec- 
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income and profit, and thus his objections 
to depreciating cost-free assets have no 
foundation in logie at all. 

It was stated earlier that we were going 
to take merely a look into the postulational 
nature of ‘‘costs.’’ Before moving on to a 
short discussion of income designed to show 
its character in similar light, the observa- 
tions of C. Reinold Neyes, quoted by Paul 
Grady,** are well worth careful considera- 
tion : 

‘‘The first problem is the scientific 
delimitation of costs. That is a prob- 
lem of classification, pure and simple. 
But classification of what? What is 
the nature of a cost? Is it a concept; 
is it a ealeulation, or is it a kind of 
event which occurs in economic life? 
I am inclined to think that realistic 
objective (empirical) must deal only 
with objective events — acts and rela- 
tions. If this is the nature of a cost, 
then for the purpose, a criterion must 
be agreed upon according to which 
there is to be selected from all 
economic events those which are to be 
classified as costs; for the classification 
does not exist in nature. The criterion 
is a matter of choice —of scientific 
utility — and there is no ‘right’ or 
‘wrong’ about it.’’ 


Defining Income 


It will be noted that up to date the word 
income has been used as if we understood 
what it meant. Suppose that we were to 
define income*® as being that which is 
earned by an accounting entity by the use 
of its resources (excepting that arising 
from dealings between a corporation and 
its members as such) and which, by an 
appropriate standard is allocated to an 
accounting period. Where income is purely 
a function of time it may be allocated on a 
time basis. Where it is a result of contract 
in which time is not of the essence, it may 
be allocated to the period in which the con- 
tract is effected. Where the receipt of cash 


tive Scientific Basis,’’ The Accounting Review, 
April, 1948, at p. 152. 

38 In his article, ‘‘ Accounting for Fixed Assets 
and their Amortization,’’ Accounting Review, 
January, 1950, p. 3. 

39 We are still confining our attention to type A 
entities which are not closed-ventures. It is sub- 
mitted that in such cases the concept of income 18 
inextricably bound up with the idea of periodicity. 
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Accounting and Logic—continued 

is the determining factor it may be allo- 
eated to that period in which the cash is 
received irrespective of the time incidence 
or of when the contract was effected. It is 
respectfully submitted that George O. 
May’s ‘‘fundamental postulate of account- 
ing,’’*° that ‘‘the entire income from sale 
arises at the moment when realization is 
deemed to take place,’’ is too wide and 
yague to be meaningful. 

Now what are being asserted here are 
propositions of different kinds. But in 
order to get our meaning clear on this, it 
will be as well to take some examples in 
another context. If I say, ‘‘Jones is a big 
man,’’ that proposition is in the form of a 
conclusion which is to be proved from pre- 
mises already accepted ; these premises may 
be: (1) Men over 6 feet tall are big, and 
(2) Jones is over 6 feet tall. At the same 
time, (1) is a proposition which we have 
accepted as @ premise in order to prove 
the conclusion that Jones is a big man. The 
term proposition is thus used in two 
senses. 

If we assert that income is that which is 


earned, ete., that is a proposition treated 
as such in the second of the above senses. 
So that using the proposition in that sense 
we could then use the syllogism to produce 
such conclusions as— 

(a) That which is earned, etc., is in- 


come. 
Interest is that which is earned, 
ete. 

.:. Interest is income. 

(b) That which is earned, ete., is in- 
come. 
Sales revenue is that which is 
earned, ete. 

.. Sales revenue is income. 

When interest is put to the credit of the 
profit and loss account it constitutes as 
there stated a proposition in the first sense 
above referred to, i.e., it is a conclusion— 
interest is income. 

This analysis presupposes, of course, 
that we know what we mean by the phrase 
—that which is earned, ete., is income. It 
is not certain that we can know what we 

Ms The Journal of Accountancy, May, 1950, at 
. 387. 

F 41‘¢The Accountant . . . must decide which basis 


ot revenue recognition is appropriate for a given 
situation .. .’’ R Wixon, ‘‘The Measurement and 
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mean by such a proposition and it may 
require far more precise formulation. In 
any case, it is clear that the concept of 
income is not such as may be the subject of 
formulation by way of a proposition suitable 
to all types of entities. The reason for this, 
apart from other considerations, is that in 
respect of different entities, income will be 
differently timed.*! One of the ‘‘other con- 
siderations’’ referred to here is the content 
of the class of gains to be included as 
income. For example, in a partnership 
entity it is often very difficult to draw a 
line between the gains which accrue to 
individual partners and those which accrue 
to the firm constituting the entity. 


Definition 

From the preliminary skirmishes which 
we have had with words which mark out 
concepts in accounting, it is clear that from 
the viewpoint of logic one of the most im- 
portant aspects of a coherent body of 
theory is definition. 

Robinson has said that today definition 
‘is probably the best known idea in the 
field of logic, except for the idea of infer- 
ence.’’ The word ‘‘definition’’ is more 
often used by the general public than any 
other peculiarly logical term, except the 
word ‘‘logic’’ itself.* 

Accounting is a field in which a remark- 
able license has been taken with definition, 
and it will benefit us greatly if we can im- 
press upon our theory some of the clarify- 
ing ideas which Robinson has produced. 

Fairly early in his work he makes the 
important point that definition is a human 
activity before it is anything else.** For 
this reason we must not ignore the activity 
and concentrate on the words, for to do 
that would lead us into making the same 
mistake which the English legislators made 
when they laid it down in the Eighth 
Schedule to the English Companies Act, 
1948, that ‘‘ Fixed Assets shall also be dis- 
tinguished from Current Assets.’’ Such a 
requirement is directed to mere words. 

It does no more than say this, ‘‘There 
are two terms, viz., Fixed Assets and Cur- 
rent Assets, used to a considerable extent 


‘ec 


Administration of Inecome,’’ The Accounting 
Review, April, 1949, at p. 184. 

42 Definition, by Richard Robinson, Oxford, 1950, 
at p. 1. 

43 [bid., p. 13. 
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by accountants in the drawing up of 
balance sheets, therefore we will make it 
compulsory for a company to distinguish 
between these two classes of assets.’’ The 
requirement completely ignores the fact 
that these terms are defined by accountants 
and that such definitions, being a mental 
activity, will produce numerous versions at 
the hands of the definers. Apart from this, 
the apparent concentration on words to the 
exclusion of the mental state of the definers 
of such words has resulted in the naming 
of two terms, which do not exhaust the 
field, consisting of all items which are, at a 
particular time and in respect of a par- 
ticular entity, classed as assets.** 

For the moment we will confine our- 
selves to the two types of nominal defini- 
tion which Robinson describes, viz., word- 
word definition and word-thing definition. 
The purpose of all nominal definition, he 
points out, is to report or establish the 
meaning of a word or symbol and ‘‘word- 
word definition does this in the form of 
saying that one word means the same as 
another word, and word-thing does it in 
the form of saying that a word means a 
certain thing.’’*® This is an extremely use- 
ful idea to keep in mind when any authori- 
tative overhaul is made of accounting ter- 
minology. In point of fact, the New Zea- 
land Standards Institute has published a 
list of cost accounting terms*® and it is 
there pointed out that of 583 terms the 
committee found in cost accounting, 377 of 
them were placed as equivalents of some of 
the 206 terms they retained and for which 
they gave definitions. What happened, in 
other words, is that the committee found 
that 377 terms were word-word definitions 
and for 206 terms it gave word-thing 
definitions.** 


These types of definition are classified 
according to purpose and not method. For 
example, by word-thing definition, Robin- 
son means ‘‘Correlating a word to a thing, 
however you do it, and whether or not you 


44 A. A. Fitzgerald has pointed this out in his 
paper on ‘‘Aecounting Standards,’’ supra. 

45 Op cit., at pp. 16, 17. 

46 Code of Cost Accounting Terminology, 1947. 

47 This is based on the Committee’s own figures. 
It did not put the conclusion in this form. 

48 Supra, p. 17. Robinson does not deal with 
word-word definitions in any detail, and from their 
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introduce the thing by means of other 
words. The method by which you proceed 
does not alter the purpose, which is to 
correlate a word to a thing.’’*® 


If one wanted to teach a student the 
meaning of the word ‘‘ledger’’ in account- 
ing, he could show him a book and say, 
‘This is a ledger—any book ruled like this 
is a ledger.’” But that would not be good 
enough on its own. One could show him a 
book with rulings like a journal and say, 
‘*This is a ledger, too.’” Some accompany- 
ing words would be necessary after one or 
two or more illustrations, such as, ‘‘It is 
not so much how it is ruled that makes a 
book a ledger, nor even whether it is in the 
form of a bound book or otherwise, but 
rather what its purpose is, which is .. .” 


The physical acts involved here together 
with the descriptive wording constitute a 
word-thing definition of ledger. But inter- 
course in accounting requires word-thing 
definitions which are wholly words (or piec- 
torial). As writers of text books know,” 
the production of such definitions very 
often achieves precisely the sort of know- 
ledge that Robinson claims may be con- 
veyed by word-thing definitions. He says: 
‘‘Even when we are somewhat familiar 
with the thing before we learn the defi 
nition, the definition may give us new 
knowledge of the thing in that it abstracts 
it and sets it off from the rest of the world 
in a way which we probably had not done 
before unless we already had some other 
word for that thing.’ The force of this 
observation is not so apparent with things 
like ledger, journal, invoice, ete., as it is 
with things like reserve, provision, income, 
ete. 


There are two sorts of word-thing defi 
nitions, viz., lexical definition and stipula- 
tive definition, and it is here that Robin- 
son’s analysis can be most useful to us. He 
gives the following meanings to these terms: 


(a) ‘‘Lexical definition is that sort of 
word-thing definition in which we 


nature we are not concerned to analyse them 
either. 

49 At least they ought to know. And so ought 
writers of periodical literature. But, of course, be 
cause they know but have forgotten or because 
they do not know at all, it is not always done, and 
I may have been as guilty as most in the past. 

50 Supra, at p. 33. 
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are explaining the actual way in 
which some actual word has been 
used by some actual persons, ’’>! 
Stipulative word-thing definition 
is ‘‘the explicit and self-conscious 
setting up of the meaning-relation 
between some word and some ob- 
ject, the act of assigning an object 
to a name (or a name to an ob- 
ject), not the act of recording an 
already existing assignment.’’®? 

It will be realized that (a) is a matter of 
history, whereas (b) is more a matter of 
what meaning ought to be given to a word 
(it being assumed that the stipulation 
ought to be made for some purpose, even if 
only to show that the stipulated definition 
is bad). 

Accounting in a given case is a system. 
The operation of the system involves the 
correlation of empirical data with a set of 
rules. In the operation of the system ac- 
countants use words which are part of the 
notation of the system. Most of such words 
have been lexically defined in that text 
writers have set down definitions which 
describe what some (at least) accountants 
have taken their meanings to be. Now the 
point which arises here is this: Have ac- 
countants defined words so as to state what 
their meaning is to other accountants—just 
that and nothing more—or have they de- 
fined words in order to construct a system ? 
It is felt that the former is almost uni- 
versally the case and that it is precisely for 
this reason that we have the bewildering 
multiplicity of meanings given to account- 
ing terms. What is being attempted by 
almost every individual definer is the 
definition of terms dehors a system. The 
term ‘‘income’’ is used in accounting for a 
deceased estate and it is used in accounting 
for a retail store. Is it possible to define 
income in a way which logically fits the 
employment it has had in either system? 
Most lexical] definers in accounting have 


ignored the necessity of stating - what sort 
of person it is who has used the word with 
the meaning attributed to it. As Robinson 
points out: ‘‘The relation to a person who 
uses it or understands it is essential to the 
oecurrence of a sign. The less clear the 
definer makes it who, precisely, is the third 


@ (b) 


51 Supra, at p. 35 
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person he is talking about, the less useful 
his definition.’’ 

Lexical definitions have a truth value in 
that it is true or false that some persons 
have used a word in the way described. 

The truth value of many lexical defini- 
tions in accounting has been seriously im- 
paired. We do not know whether it is true 
or false that an accountant of a retail store 
uses income in such-and-such a way because 
the definition does not indicate to whom or 
to what the definition is directed. This 
analysis only leads to the conclusion that 
we must have greater precision in account- 
ing literature. 

Apart from any other considerations it 
is important to know when a definition is 
a lexical definition. This is so for two 
reasons. In the first place such definitions 
only represent what some persons have 
taken the words to mean at some time or 
other. And words change in meaning — 
they acquire new meanings — old ones are 
discarded. When the time comes that such 
a word has, lexically, a variety of meanings 
it is then we have the need for stipulative 
definition, which will be referred to in a 


moment. In the second place, lexical defini- 


tions are invariably short because that is 
what one expects, particularly accountants. 
As a result they do not (and in most cases 
cannot, even if longer) catch the emotional 
associations which different people attach 
to the same word. There are, perhaps, a 
few words in accounting which have little 
emotional content. But most words used in 
accounting have no variety of emotional 
content to non-accountants, whereas, they 
do for accountants. It is this aspect of the 
matter about which we must be most care- 
ful. We should not let non-accountants 
dictate to us that our words must neces- 
sarily carry single-meanings. We have 
much tidying-up of our own home to do, 
but let us do it ourselves—not let others do 
it for us. They can help, of course. 
Robinson describes the following advan- 


tages to pe derived from sHaulative 
definition : 

(a) The removal of an ambiguity and 
the avoidance of an inconvenience 
caused by an ambiguity; 

(b) Although stipulation does not in 
all cases involve a new rule of 


52 Supra, at p. 59 
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meaning, there are yet things for 

which creation of a new rule is 

necessary ; 

Language is abbreviated ; 

Concepts are improved ; 

Safe and agreed inferences are 

possible only with precise and un- 

ambiguous terms; 

(f) To remove an element of error 
from a useful word. 

There are, of course, a number of diffi- 
culties with stipulation. Invented words 
are not so easy to read and they tend to 
make a reader feel that an attempt is being 
made to be scientific without justification. 
Again, if a new meaning is given to a word 
which has hitherto had a variety of emo- 
tional associations, it is not likely that the 
stipulation will be successful in any auto- 
matic way. For many people the meaning 
of a word will be ingrained and it cannot 
be dismissed at a blow. 

By and large, however, stipulation from 
an authoritative source cannot help but do 
more good than harm in accounting. Pro- 
nouncements from authoritative sources in 
the last fifteen years have been a blend of 


(c) 
(d) 
(e) 


lexical and stipulative definitions and the 
latter, usually, have been distilled out of 


the former. Better service would be ren- 
dered, however, if stipulative definitions 
put forward in the guise of lexical defi- 
nitions (‘‘regarded as the best practice’’) 
were clearly labelled stipulative. In fact, 
the desire on the part of the definers to 
retain lexical meanings has resulted in 
putting forward defective stipulative defi- 
nitions. A notable instance is the definition 
of the term ‘‘ Reserve’’ given in the Recom- 
mendations on Accounting Principles by 
The Institute of Chartered Accountants in 
Australia : 

‘‘The term ‘reserve’ should be used 
to denote amounts set aside out of 
profits and other surpluses which are 
not designed to meet any liability, con- 
tingency, commitment or diminution 
in value of assets known to exist as at 
the date of the balance sheet.’’ 

This means that terms such as ‘‘ Reserve 
for Contingencies,’’ ‘‘Dividend Equaliza- 
tion Reserve,’’ ‘‘Stock Replacement 
Reserve,’’ are bad within the meaning of 
the definition. On the contrary, it is re- 
spectfully submitted that the definition is 
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lexically false in the sense that it does not 
represent what the profession means by the 
term ‘‘Reserve.’’ In addition, it is bad as 
a stipulative definition because it attempts 
the impossible task of disposing of the 
emotional dimension which the word has 
acquired as a matter of history without 
stipulating an adequate descriptive dimen- 
sion. 
The methods which may be used to create 
a word-thing definition are as follows: 
(a) The method of synonyms whereby 
X supplies another word with 
which Y may be already familiar. 
For instance, if Y knows what 
factory overhead means, then X 
ean define factory burden by say- 
ing that it is the same as factory 
overhead. 
The method of analysis, whereby 
one supplies a phrase or two 
which gives an analysis of the 
thing. We may thus give a def- 
nition of Manufacturing Expense 
by analysing it into its elements— 
indirect material, indirect labour, 
indirect expense, and describing 
these. This method of definition 
yields most important knowledge 
in accounting. 
The method of synthesis, whereby 
we relate the thing being defined 
to other things in the system. 
Thus we may define Indirect 
Labour with reference to Direct 
Labour, and the fact that the two 
exhaust the whole of the labour 
eost. Again, we might define 
Reserve relatively to the point at 
which we say we have net profit 
and define provision with refer- 
ence, inter alia, to costs of earning 
income. It may not always be 
possible to separate the analytical 
type of definition from the syn- 
thetic. And there is a danger of 
confusing the thing being defined 
with the actual analytical com- 
ponents. For example, in a deva- 
stating attack upon the definitions 
of depreciation given by numerous 
authors, Professor Hatfield points 
out: ‘‘Having recognized that the 
service units to be rendered by & 
machine diminish during its ser- 
vice life, the real accounting 
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problem is how is this fact to be 
recorded in the books. This is a 
problem in the technique of ac- 
counting and should be kept dis- 
tinct from the physical or eco- 
nomie fact previously mentioned. 
Yet the same term ‘deprecia- 
tion’ is used now to mean the 
one, now the other thing.’’>* 


The implicative method, whereby 
one uses the word in a sentence in 
such a way that its meaning is 
implied. It is doubtful if this 
method has any use in accounting. 
The denotative method, whereby 
one states examples of what the 
word applies to. This is useful in 
accounting as a form of secondary 
definition by which we may in a 
particular entity define what we 
mean by, say, Selling Expense by 
listing down the items to be in- 
cluded therein, as in the manual 
or chart of accounts kept by many 
firms. 

This form on its own is not 

satisfactory because without the 
substratum of the general defini- 
tion of selling expense one cannot 
list the examples. As already 
stated its utility only lies in its 
secondary application. 
The ostensible method whereby 
pictorial and other units are used 
to demonstrate the meaning. This 
is mainly used by accountants 
either to teach rules to students or 
to make meaningful to non- 
accountants certain aspects of ac- 
counting staterients. 

By way of a summing-up of the import- 
ance of definition in accounting, we may 
note the following statement of Professor 
Leo Schmidt, of the University of Michi- 
gan. He said:** ‘‘In such discussion on 
such new situations, the participants at- 
tempt to come to a conclusion as to correct 
accounting treatment by applying what 
they think of as rigid definitions and con- 
ventions. They argue: ‘This is an asset,’ 
or ‘This is not an asset,’ apparently not 


53 Studies in Accounting, edited by W. T. Bax- 
ter, at p. 340. 
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realizing that what is really at stake is the 
definition of asset itself. The proper atti- 
tude is to recognize that the new fact is 
fixed, and to realize that the question at 
issue is this: ‘Should the definition of asset 
be amended to include this new item which 
has certain asset characteristics, but which 
has also certain other characteristics which 
our present definition of asset seems not to 
have provided for?’ Approached in this 
light the problem is simply a continuation 
of the long-time project of establishing, 
testing and perfecting the fundamental 
definitions. ’’ 

Of course, what Professor Schmidt is 
quite rightly emphasizing here is the im- 
portance of definition in inductive logie. 
It is this aspect of logic which is of greatest 
concern to the codifiers of a body of 
accounting theory. 

It is doubtful if we ought to take Pro- 
fessor Schmidt as holding that expression 
has been given to things as fundamental 
definitions. The writer feels that we have 
not reached that state. At the same time, 
there is no reason why a logically coherent 
theory containing fundamental definitions 


cannot be constructed, even if it has to 
commence as a differentiated theory — 


where the differentials are the theories 
appropriate to particular types of entities. 
This is conditional, of course, on the under- 
standing that ‘‘fundamental’’ is not to be 
taken in any absolute sense. As funda- 
mental as we think anything may be, it 
may yet require modification in the light 
of new knowledge. Support for this view 
is to be found elsewhere in Professor 
Schmidt’s article, where he says: ‘‘Thus 
we develop a principle that is delicate to 
state and illusive to handle, but which must 
be recognized to be realistic: For special 
purposes, within restricted areas, and 
against particular backgrounds, certain 
major premises may be acceptable and 
valid which would be entirely unacceptable 
and invalid for general use in consideration 
of accounting fundamentals.’’ 


Professor Schmidt’s Major Premises 
Referring again to the article by Profes- 

sor Schmidt already mentioned, it must be 

pointed out that he is fully alive to the 


54 ‘“Practical Uses of the Device of Formal 
Logie in Accountants’ Daily Work,’’ The Journal 
of Accountancy, November, 1949, at p. 379. 
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other aspect of logic, viz., the deductive, 
which we have already considered in re- 
spect of several matters. In point of fact 
it is in a discussion of the syllogistie pro- 
cess used by accountants in their day-to- 
day work that Professor Schmidt lays 
down three major premises which, it 
appears, he considers would be generally 
acceptable in the area of accounting. His 
three propositions are set in the following 
terms: 

(1) As between any two methods of 
accounting, that method is correct 
which the more clearly portrays 
or describes the objective situa- 
tion. 

As between any two methods of 
accounting, that method is correct 
which presents the facts in a man- 
ner which tends to lead to the 
wiser management decisions. 

As between any two methods of 
accounting, that method is correct 
which tends to lead to the more 
desirable social-economic results. 


It will be most convenient to end this 
paper with a short discussion of these pre- 
mises, because even a brief analysis will 
show that logic can go just so far—it has 
its limitations which, it is submitted with 
respect, Professor Schmidt must realize 
but yet has failed to demonstrate. In fair- 
ness to the author, it is pointed out that he 
put these forward ‘‘for what they are 
worth’’ and that he had a page or two of 
explanatory material in respect of each. 
But nothing which is said affects the ob- 
servations about to be made. 

In the first place, it is difficult to see why 
each proposition is limited to a two-method 
conflict and why the word ‘‘correct’’ is 
used in each instead of ‘‘better.’’ Apart 
from these objections, we can pose the fol- 
lowing questions: 

(1) Who is to say whether one presen- 
tation or another represents the 
clearest portrayal or description 
of an objective situation ? 

Who is to say whether one presen- 
tation or another tends to lead to 
the wiser management decisions? 


Who is to say what the most de- 
sirable social-economic result is? 
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Professor Schmidt would say that these 
questions are at the level of the minor pre- 
mise not the major premise. It is a matter 
for determination as to whether one 
method provides a clearer portrayal of the 
objective situation than another. Having 
determined that it is simply the function 
of the major premise to say which is the 
correct one, thus— 

The correct method is that which 
gives the clearest portrayal of the 
objective situation. 

Method A gives the clearest por- 
trayal ... 

.:. Method A is correct. 


The blind spot in such an argument is, 
of course, the fact that in respect of a great 
many controversial phases of accounting, 
the situations are not objective. As to 
what method should be used to record de- 
preciation is not, on the present state of 
our knowledge, going to be decided by re- 
course to an objective situation. Because 
as long as one body of accountants argue 
for a use basis, another for a straight line 
basis with pretensions to use, and another 
for a replacement cost basis, then there is 
nothing about this situation which is ob- 
jective. 

Because of arguments for depreciation 
based on replacement values and similar 
assertions Professor Schmidt framed his 
third major premise. But the difficulty 
with this proposition is that it does not offer 
any criterion as to what is a desirable 
social-economic result. 


What is meant by society and social? We 
ean apply here exactly the same criticism 
that Professer Julius Stone has levelled 
against Thering. The latter had, in his 
jurisprudential work on justice asserted 
that individual purposes must give way to 
social purposes. The criticism is in the 
following terms :*5 

‘“‘He clearly cannot mean _ that 
wherever the smallest tittle of social 
interest conflicts with the gravest indi- 
vidual interest the latter is to be com- 
pletely over-ridden. Furthermore, how 
is a social interest to be distinguished 
from an individual interest? . . . If 
society be something over and above 


55 The Province and Function of Law, 1946, at 
p. 346. 





December, 1952 


Accounting and Logic—continued 
its members, and if that something 
and. what is useful for it were known, 
social utility might provide a test. But 
Thering does not adequately explain 
whether it is, and if so, how to recog- 
nise what would be useful for it.’’ 


It would not be difficult to show that Pro- 
fessor Schmidt’s second major premise 
may, in particular cases, be at odds with 
the third, and that a method which made 
for the wisest management decision was one 
which did not tend to produce the most 
desirablé social-economic result. 

All this is not to say, however, that the 
propositions referred to have no utility. 
Whilst they may be of little value as major 
premises to be applied in those edge-areas 
in accounting where judgment is so essen- 
tial to creating a record, they are yet useful 
in driving accountants back to the extra- 
logical factors which condition their judg- 
ments. They are in fact ethical propositions 
and as such go to the root of the problem 
which we must examine at a later time — 
the problem of the apparent ethical neu- 
trality of accounting. It is not suggested 
that accounting is in actual fact ethically 
neutral. But it seems to be so. And it is 
felt that if accounting were demonstrated 
as an ethically positive activity — and so 
taught —then benefit must accrue to all. 
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Conclusion 

This paper has attempted to show that 
if we are to avoid confusion of our impres- 
sions gained about a situation for which 
we account then we must order our infor- 
mation according to some logical principle. 
Our words must have meanings in systems 
which are built to portray the reality pos- 
tulated. From the theory point of view 
argument must seek to reach the basic 
propositions which each protagonist has 
used as premises. We must go deep and 


avoid useless discussion of endless variants 
of superficialities. This way basic assump- 
tions will be analysed and improved. 


Logie of itself will not prove anything, 
and one would do well to heed Morris 
Cohen’s words :°® ‘‘Logie thus becomes an 
instrument for showing us the number of 
hypotheses other than those which we have 
taken for granted. This widens our 
sympathetic understanding and breaks the 
backbone of fanaticism. It makes us humble 
because it indicates to us that ultimately 
we cannot prove the truth of our funda- 
mental assumptions, for our fundamental 
assumptions determine the kind of a world 
which we can perceive, and the world of 
phenomena is wider than that of our 
knowledge. ’’ 


56 A Preface to Logic, 1944, at p. 187. 
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THE EVERYDAY INVISIBLE COSTS 


by 


V. L. GOLE, F.F.1.A., A.C.A.A. 


It is a well recognized characteristic of 
human nature to fear those things which 
are hidden from our view far more than 
those which are visible. The things which 
are real and tangible provide at least the 
opportunity to come to grips with them, 
and on closer enquiry and definite action 
they become more familiar and lose a good 
deal of their peril. But the things which 
are invisible or abstract are likely to cause 
a good deal of concern because of the diffi- 
culty of formulating a definite attack upon 
them. Alternatively they may be con- 
veniently ignored, apparently in the pious 
hope that they will not rise up and mani- 
fest themselves more clearly in some 
measurable way. 

This analogy is by no means defeated 
when it is related to the industrial or com- 
mercial scene, for the invisible costs pro- 
vide a far greater problem of control than 
the tangible items which are usually meas- 
ured with substantial accuracy in the cost 
structure. 

These invisible costs separately represent 
a significant contribution to lower effici- 
ency, and collectively they represent a tre- 
mendous cost burden which must in the 
final analysis be shared by the community 
in general. 

It is proposed to discuss this matter 
under the following headings: 

Labour Turnover 

Absence from Work 

Accidents 

Idle Time 

Waste 

Breakages 

Telephone 

Printing, Stationery and Office 
Requisites 

Postage 

Management 


Labour Turnover 


Labour turnover simply means that 
people are changing their jobs, and there is 
always some of it going on. But when it 


reaches abnormal proportions, represented 
by a high rate of separation in relation to 
the average labour force, the cost is likely 
to form a significant part of the ultimate 
price of the goods to the consumer. 

An American industrial psychologist, 
Herbert Moore, carried out a _ research 
study in the late 1930’s to find out the sig- 
nificance of the cost of labour turnover in 
the American economy. He found that the 
measurable cost was 460,000,000 dollars 
per year, and concluded that the high cost 
of living could be attributed directly to 
this factor. This was a pre-war study, and 
it is well known that the incidence of 
labour turnover increased considerably 
during the war years and has continued in 
the post-war years. 

In an organization conducting a large 
number of retail shops throughout Austra- 
lia, it was found in a post-war study that 
every time a branch manager had to be 
replaced the measurable cost was £45 to 
£50. As the rate of labour turnover in the 
year of the study was above 100%, the cost 
ean be readily appreciated. 

Another study in a skilled engineering 
works showed that it cost £88 each time a 
tradesman had to be replaced. A study 
taken in textile industry in Australia a 
few years ago showed that labour turnover 
was costing that industry £1,100,000 per 
year. 

These measurable costs are not the full 
story. There is also an element which can- 
not be measured accurately. In a retail 
shop establishment, for example, a manager 
intending to make a change invariably 
shows a decline in sales efficiency for the 
last few weeks of his employment. The new 
manager takes a little time to get into his 
stride and reach an efficient level. The loss 
of sales in this change-over period is in- 
capable of accurate measurement, but the 
loss is undoubted. 

In ease studies carried out in Australian 
industry, especially by the Department of 
Labour and National Service, attempts 
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The Everyday Invisible Costs—continued 

have been made to measure every conceiv- 
able element to arrive at the financial 
effects, but some estimates have been neces- 
sary. One such study showed that a loss 
of net profit was £822 for a six-month 
period in a moderate-sized boot factory. 
Another study showed a loss of net profit 
of £6638 in a six-month period in a much 
larger factory employing mostly unskilled 
labour. 

Of course, labour turnover in itself is not 
an invisible matter. Where the situation 
exists it is quite evident in the physical 
sense, but case studies have shown that 
management generally is blissfully un- 
aware of the cost of labour turnover. If it 
is not measured at least with substantial 
accuracy, it remains an invisible cost, and 
one which can have a significant bearing 
on ultimate cost. Anything that can be 
done to reduce the incidence of labour 
turnover will represent both an economic 
and a social benefit. 


Absence from Work 


There will always be some absence from 
work quite apart from the recognized holi- 
days. Sickness, accidents, unexpected diffi- 
culties in the domestic circle, transport 
breakdowns, all contribute to the total 
amount of absent time. In a period of full 
employment there is likely to be a more 
casual attention toward good time-keeping. 
Not a few businesses have found that the 
effective working week is nearcr thirty- 
three hours than forty hours when al! non- 
working time is taken into account. 


Here again, absence makes itself con- 
spicuous, and is therefore not invisible in 
that sense; but the ccst of absence from 
work is by no means readily visible. Its 
measurement wresents some real problems, 
and it is likely that management is not well 
informed on this element in the cost struc- 
ture. 


Assessments of the cost of absence are 
not readily obtainable, but a 1944-5 study 
in British industry showed 15.6 days per 
worker lost through illness alone. A survey 
in 1947 of 246 American manufacturing 
Plants employing 149,000 employees 
showed that males lost nine days and fe- 
males 12.7 days on the average through 
various causes apart from recognized and 


The Australian Accountant 


439 


authorized absences. Another study of 109 
factories employing 17,800 employees 


showed male employees lost 3.2 and female 
6.5 days per 100 working days. 

An Australian study in 1949 showed for 
fifty-eight firms the following figures: 


No.of Male Female 


Industrial Group 
Firms % % 


Industrial metals and 
machines 

Textiles oe @orrat a 

Heavy industry (other 
than metals and 
machines ) 


29 «626.0 
22 +468 


6.6 
10.1 


Another Australian study by the De- 
partment of Labour and National Service 
of the financial effects of absence from 
work showed a loss of net profi: of £18,006 
in a six-month period. The study was for 
a light engineering factory employing just 
under 1000 employees. 

Inherent in this matter of absence from 
work are these considerations : 

(i) The loss of productive man-hours 

through absence. 

The cost of overtime worked to 
make up for absent time. 
Administrative cost involved in 
arranging transfers from one de- 
partment to another to overcome 
to some extent the absent time. 

A higher cost of accidents because 
of inexperience of transferred em- 
ployees. 

(v) A greater spoilage factor in the 
use of material because of inex- 
perience in the new work situa- 
tion. 

Absei:e from work for reasons other 
than sickness or accident may be a reflec- 
tion of poor morale in the business enter- 
prise concerned. Enlightened personnel 
management, including on-the-spot medical 
services (within reason) and a good safety 
programme may do much to reduce avoid- 
able absences and so lessen the impact of 
the financial effects on the cost structure. 

Into the category of absence must be 
brought the countless lost minutes for late 
starting and early finishing in various sec- 
tions of the business. Multiply these 
minutes by a number of people and they 
amount to lost hours, and represent a cost 
which usually remains hidden. Probably 


(ii) 


(ili) 


(iv) 
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The Everyday Invisible Costs—continued 
the only remedy is to develop a high em- 
ployee morale and a real sense of responsi- 
bility, but this is a problem in industrial 
psychology and personnel management. 


Accidents 


Data on the eost of industrial accidents 
are not readily obtainable for Australian 
industry, and even the measurable elements 
are rather difficult to track down. There 
is, of course, a direct relationship between 
accidents and absence from work. In a 
study of the Department of Labour and 
National Service already referred to, it was 
found that in assessing the cost of absence 
from work thirty-two per cent of the time 
lost was attributable to accidents. This was 
well over half as great as the time lost 
through sickness. 

Accidents are a good deal more pre- 
ventable than sickness, and have an effect 
which reaches far beyond the loss of time 
on the part of the accident victim. These 
considerations have also to be taken into 
account : 

(i) The workmen in the immediate 
vicinity of the accident cease work 
to see what has occurred or to 
render assistance. 

(ii) Some one or more people make 
themselves responsible for attend- 
ing to the victim. 

(iii) Communication with hospital or 
ambulance is made by some one. 

(iv) Some one or more people may ac- 
company the victim to the hos- 
pital. 

(v) There is work to be done in filling 
in forms and other administrative 
detail (workers’ compensation 
claims ete.). 

(vi) There is a loss of morale in the 
factory, particularly if accidents 
are at all frequent. 

(vii) There is follow-up work of an ad- 
ministrative nature. 

(viii) Some adjustments of work and 
workers is required to take care 
of the jobs on which the victim 
was engaged. 

All these add up to a considerable cost 
in time alone, to say nothing of the effect 
on production. Techniques have been de- 
veloped for measuring both the frequency 
rate and the severity rate of accidents for 
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a particular enterprise, and in some cases 
elaborate clerical records are kept to 
record all particulars of accidents. Some 
workers are accident prone, and where this 
is evident they should be moved to a work 
situation which provides the least possible 
accident hazard. 

A good safety programme can contribute 
to a lower accident incidence, as is shown 
by a study in 1944-5 in a heavy engineering 
factory. The number of accidents per 
quarter dropped from 83 to 56, the fre- 
quency rate from 16.8 to 12.1, and the 
severity rate from 960 to 742. 


Number of lost-time ac- 

: cidents « 100,000 
Frequency rate = —— 
Man-hours worked 





Man-hours lost through 
accidents <X 100,000 





Severity rate = 
Man-hours worked 


Idle Time 

Poor organization may lead to a good 
deal of idle time—people waiting to be 
issued with materials or tools; lost time in 
changing over from one job to another; 
machines and operators idle while: engin- 
eers set up the machine for the next job; 
and so on. It is safe to say that in many 
factories of any size a careful watch is kept 
on idle time, and provision is made for a 
record to be kept from day to day concern- 
ing each machine. Weaknesses in organiza- 
tion and work flow must be corrected, 
especially where machinery is involved, be- 
cause of the element of fixed overhead cost. 

Idle time in any work situation simply 
means that less is done in a given time, and 
consequently the overall cost is increased. 
One of the effects is to break down the 
tempo and rhythm of the work, and conse- 
quently the loss of time extends beyond 
the actual idle time. 

This cost is not altogether invisible, but 
like others in this category it is not always 
measured accurately and sometimes not at 
all. To that extent its influence in the cost 
structure remains hidden, and it may rep- 
resent a far heavier burden than is ap- 
parent. High-cost machinery must be em- 
ployed to a reasonable capacity, otherwise 
it is like an idle horse eating its head off 
in the steble. 
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The Everyday Invisible Costs—continued 

J. Maurice Clark, an eminent American 
economist, remarked as long ago as 1923 
that ‘‘idle capacity was the great indus- 
trial sin.’’ Labour cost is so high these 
days that the efficient use of labour is 
essential if costs are to be kept within 
reasonable bounds. 


Waste 


Waste applied to materials and supplies 
rather than to time is another cost which 
may remain invisible. Any enlightened 
cost-accounting system will include a pro- 
vision that additional materials or sup- 
plies for a job over and above the standard 
allowances, will only be issued on a special 
requisition. This serves to spotlight waste 
and to establish the cause. In this context 
the cost is not hidden, but to a large degree 
is controlled. 

Similarly with tools, such as files, hack- 
saw blades, screwdrivers, chisels, planes, 
ete., there may be a tendency to requisition 
new tools while the old ones still have 
plenty of life in them. Unless control is 
exercised over the issue of tools, there is a 
great potential for waste and misuse, and 
this can become very expensive. Good 
storekeeping, with regard to the peculiar 
properties of various kinds of stores, can 
do much to diminish deterioration and pre- 
serve maximum usefulness. Unless there is 
some recognition of the high potential for 
wastage, there is almost bound to be a 
hidden cost of some magnitude. 


Breakages 


This is related somewhat to the previous 

heading, but has wider implications. Care- 
less handling of goods in transit and at the 
location where they are used may, and 
probably will, result in excess breakage, 
which in turn adds up to an onerous cost 
burden. 
_An expensive machine may be kept idle 
simply because of the breakage of a small 
part. Goods which could otherwise be sold 
and turned into cash become idle stock be- 
cause of some minor breakage. Worse still, 
they may be quite unsaleable because of 
breakage, and become a total loss. 

During the war years and immediately 
afterwards, great concern was felt because 
of the high incidence of breakage in goods 
sent interstate by rail. A survey made by 
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a large radio company disclosed the alarm- 
ing fact that over a period of six months 
nearly one-third of the radio sets arriving 
in Brisbane from Sydney or Melbourne 
were damaged and needed further work 
done on them before they were saleable. 
Of course, faulty packaging contributes to 
this unfortunate state of affairs, but what- 
ever the cause the effect is an onerous cost 
preventable to a large extent. The cost of 
breakage is a measurable cost, but how 
many businesses allow it to remain a hid- 
den cost? 


Telephone 


The telephone is an instrument which 
ean be abused as well as used, and in most 
enterprises there is likely to be a good deal 
of abuse. At today’s cost, this may be a 
very expensive indulgence. Loss of time 
when the telephone service is abused is a 
first consideration. Holding up more im- 
portant and legitimate use of the service is 
another. The tendency to make trunk line 
calls unnecessarily appears to some to be 
almost irresistible. Very often an air mail 
letter would serve the purpose far better 
than an expensive trunk call. One organiza- 
tion with a number of country branches 
started off with the idea of having a phone 
in each branch. It was soon found that the 
tendency for branch managers to phone 
through orders instead of putting them in 
the overnight mail, and generally to use 
the trunk line for all kinds of things that 
could have been done just as efficiently by 
mail, produced a prohibitive cost. Further 
examination showed that there was, in fact, 
very little legitimate use for the phone. So 
they were cut out, with a very significant 
cost saving. 


Another popular abuse is the phoning of 
telegrams at an extra cost of about 6d. per 
telegram. This is not to suggest that a good 
deal of this sort of thing may be quite in 
order, but the convenience of the phone 
service often leads to expensive indulgence 
when other means may be just as effective 
and far less expensive. 


Printing, Stationery and 
Office Requisites 


The cost of these items has risen in re- 
cent years in much the same way as most 
other things. It is safe to say that in most 
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The Everyday Invisible Costs—continued 
organizations there is a high wastage in- 
volved. This can be attributed to several 
factors : 

(i) Carelessness in use, causing spoil- 
age of forms. 

(ii) Poor storing, also causing much 
spoilage. 

(iii) Over-ordering of quantities. 

(iv) Obsolescence through changes in 
system. 

(v) Lack of forethought in designing 
the forms, and subsequent scrap- 
ping. 

(vi) Unnecessary elaborateness. 

(vii) Lack of control of issues. 

(viii) Outright abuse of the more ex- 

pensive forms of stationery. 

It is not unusual to find that when 
printed matter, stationery and office sup- 
plies are purchased, little control is exer- 
cised over their use. These items do not 
enter into the cost of production in the 
same way as direct materials and supplies, 
and consequently are not under the con- 
stant notice of the cost accountant. Very 
likely they are not subject to any real 
measure of control, nor do they come under 
notice for review at regular intervals. 

Periodically, there is a clearing out of 
the stationery room, and the resultant bon- 
fire or despatch to the tip removes the evi- 
dence of unwise purchasing or poor stor- 
ing. So this remains a hidden cost, simply 
absorbed in the operating expenses and 
generally considered to be unworthy of 
special attention. But it can be a signifi- 
cant cost, and in any case economical use 
is a worthy objective. 


Postage 

The very nature of the importance of the 
mailing function usually ensures that this 
section will be relatively well organized, at 
least to the extent of getting mail away on 
time. It is doubtful if the same degree of 
care is exercised in the use of postage 
stamps. 

Using first-class mail when second-class 
would do just as well is one point worth 
watching. Using air mail when ordinary 
mail would serve the purpose is another 
consideration worthy of attention. In cases 
where there is a good deal of inter-office 
mail, the possibility of several different de- 
partments sending mail to the one destina- 





(Continued on page 443) 
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tion in separately-stamped envelopes is a 
common fault, and can be remedied by 
having a proper assembly point for this 
kind of mail. Another possible fault in 
inter-office mail is the failure to stamp ade- 
quately, with the result that the receiving 
office has to pay surcharge. This can be 
really expensive, and unless the receiving 
office makes the fact known the fault will 
remain a hidden cost. 


Management 


So far in this subject the direction has 
been from management towards the things 
which are managed—labour, machines, 
materials, ete. It would be unrealistic to 
leave this enquiry without directing the 
view back towards management. 

As long ago as the 1920’s, Mary Parker 
Follett observed that ‘‘the effectiveness of 
an order varied in inverse ratio to the dis- 
tance it travelled.”’ 

Sometimes instructions are given in such 
a way as to leave room for misunderstand- 
ing and uncertainty. Clear-cut instruc- 
tions have some chance of being carried out 
reasonably well. Ambiguous ones do not 
have the same chance. If the principles of 
organization and co-ordination are neglec- 
ted in any environment, the consequence is 
increased cost—visible and __ invisible. 
People cannot be expected to do things the 
one best way if they are not directed in- 
telligently. It is management’s responsi- 
bility to organize the work. Employees 
cannot be expected to do this, because only 
management can see the whole plan in its 
true perspective. 

Labour is expensive, and waste effort or 
misdirected effort can represent a heavy 
loss. In the factory this is reflected in idle 
machine time, unnecessary movement, bad 
work flow, and so on, reflecting a lack of 
co-ordination in the whole production pro- 
gramme. 

In the store, faulty arrangement slows 
down packing and despatch, and in certain 
classes of stores and materials may lead to 
excessive deterioration. In the office, all 
sorts of bottlenecks can arise if the work 
flow is not studied carefully and super- 
vised closely. Altogether, a formidable ad- 
dition to the cost structure which is largely 
avoidable if reasonable attention is given 
to the overall plan. 











December, 1952 


The Everyday Invisible Costs—continued 


The Australian Accountant 


CONCLUSION 


This does not by any means exhaust 
the incidence of invisible costs. It merely 
spotlights some of those which may have a 
material bearing on the overall cost struc- 
ture. Some of these are measurable to a 
degree if there is a consciousness of their 
existence and a determined resolve to do 
something about them. 

Further subtle features like the distrac- 
tion of excessive noise, the discomfort of 
over-heated or under-heated environments, 
the depressing effect of poor ventilation, 
and the deadening influence of faulty 
lighting all contribute their quota of in- 
visible cost where little or no attention is 


given to correcting these faulty working 
conditions. 


Are all these costs going to remain in the 
category where they are blissfully ignored 
because to a degree they are primarily hid- 
den from view and their measurement pre- 
sents difficulty, or are they to be dragged 
out into the spotlight of critical scrutiny 
so that their significance is viewed with 
reasonable clearness and their contribution 
to the total cost structure reduced to an 
absolute minimum ? 


This is not only an economic question; it 
is also a social question. 





THE CLEARING HOUSE 


SUBSTITUTE FOR “BONUS” 


An invitation was extended in the June 
issue to members to suggest some word 
other than ‘‘bonus,’’ in connexion with the 
operation of bringing the issued capital of 
a company into relation with its net worth. 

There is no doubt when some thought is 
given to the matter that ‘‘bonus’’ is mis- 
leading. According to my dictionary, the 
words means ‘‘a gratuity; additional pay- 
ment over and above what recipient is 
strictly entitled to.’’ 

Clearly a word with such a meaning is 
inappropriate to describe what in fact 
_ takes place. If we cannot find a way out 
of the difficulty by some such means as 
that proposed in the Bill which Sir John 
Barlow unsuccessfully attempted to intro- 
duce in the House of Commons early this 
year to permit of the issue of shares of no 
par value, why not invent a suitable word? 


The fact that ‘‘bonus’’ is used in Acts of 
Parliament should not discourage us from 
attempting to find something more appro- 
priate. If an acceptable word could be 
found, it could be quickly popularized if 
the accountaney and secretarial institutes 
and the stock exchanges would adopt it. 
At present, my ideas revolve round a 
coined word having some connexion with 
what a capital ‘‘bonus’’ attempts to 
achieve. To stimulate discussion, I suggest 
that the prefix ‘‘equi’’ (or the Latin word 
*faequus’’) be adopted as a word to mean 
the act of making the issued capital bear 
a more appropriate relation with its net 
worth. Admittedly neither has a very har- 
monious sound, but the suggestion may re- 
sult in some other member proposing some- 
thing more acceptable. 
J. WALLACE Ross. 


Have you anything to clear? 
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LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


BANKRUPTCY: PROPERTY AVAILABLE FOR DISTRIBUTION 
—MATRIMONIAL HOME—DESERTED WIFE OF BANKRUPT 
IN OCCUPATION—RIGHT OF TRUSTEE TO POSSESSION 


The Court of Appeal (Somervell, 
Denning, and Romer, LJJ.) has held 
that the right of a deserted wife to stay in 
the matrimonial home proceeds out of an 
irrevocable personal licence which the hus- 
band is presumed in law to have conferred 
on her. Her occupation is comparable with 
that of a contractual licensee, save that her 
licence is not revocable except by an order 
of the court, and, as a contractual licensee 
who is in actual occupation of the land, 
she has an interest which is valid, if not 
at law, then in equity, against the succes- 
sors in title of her husband, including his 
trustee in bankruptcy. The property of the 
bankrupt passes to the trustee in bank- 
ruptey subject to all the equities and lia- 
bilities which affect it in the bankrupt’s 


hands, and, therefore, the trustee takes the 
property subject to the clog or fetter that 
the wife cannot be ejected from the prop- 
erty. (Errington v. Errington, [1952] 1 
All E.R. 149, applied.) 


Semble, the trustee could make an appli- 
eation under s. 105 (1) of the Bankruptcy 
Act 1914 (Eng.) for an order that the wife 
should give up possession or (per Denning, 
L.J., Somervell and Romer, L.JJ., dubi- 
tante) he could compel the husband to 
allow an application for possession to be 
made in his name under s. 17 of the 
Married Women’s Property Act 1882 
(Eng.). 


(Bendall v. McWhirter, 
E.R. 1307.) 


[1952] 1 All 


BANKRUPTCY: WHETHER SOCIAL SERVICES CONTRIBUTION ENTITLED 
TO PRIORITY UNDER SECTION 84 OF THE FEDERAL BANKRUPTCY ACT 
1924-1950 


It was recently held by the Federal 
Court of Bankruptcy that contributions 
for social services levied under the Social 
Services Contribution Assessment Act 
1945-1949 are not ‘‘income tax’’ within the 


meaning of s. 84 of the Bankruptcy Act 
1924-1950; and accordingly are not entitled 
to preferential payment under that section 
(Re Wolper (1952)). 


COMPANY LAW: REMOVAL OF MANAGING DIRECTOR — 
WHETHER NOTICE REQUIRED 


A private company, incorporated in 
1932, adopted as its articles Table A of the 
Companies Act 1929, article 68 of which 
provides: ‘‘The directors may from time to 
time appoint one or more of their body to 
the office of managing director ... for such 
term and at such remuneration ...as they 
may think fit, and a director so appointed 
shall not, while holding that office, be sub- 
ject to retirement by rotation, or taken into 
account in determining the rotation or re- 
tirement of directors; but his appointment 
shall be subject to determination ipso facto 


if he ceases from any cause to be a director, 
or if the company in general meeting re- 
solve that his tenure of the office of man- 
aging director...be determined.’’ In 
January 1932, at the first meeting of the 
directors of the company, it was resolved 
that the plaintiff ‘‘be and he is hereby ap- 
pointed managing director of the company 
at a salary of £7 per week as from Monday, 
1 Feb., 1932.’’ On 15 March 1949 the 
directors decided ‘‘to relieve Mr. Read [the 
plaintiff} of his position as managing 
director of the company and to give him 
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two months’ leave on full pay.’’ On the 
expiration of the plaintiff’s leave the direc- 
tors passed a further resolution that the 
laintiff’s ‘‘employment be terminated as 
and from 13 May, 1949,’’ and the secretary 
was instructed to send him one month’s 
notice so determining his employment. In 
fact, however, the company paid the plain- 
tiff his salary until, on 28 September 1949, 
an extraordinary general meeting of the 
company was held at which a resolution 
approving the action of the directors in 
removing the plaintiff was passed. The 
plaintiff claimed damages for wrongful 
dismissal and breach of contract on the 
footing that he had not been given reason- 
able notice. 

Held (Chancery Division, per Harman, 
J.): As between the plaintiff and the 
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Board he was entitled to reasonable notice, 
but everybody who becomes managing 
director of a company which has adopted 
Table A knows that his contract is subject 
to the chance that he may not be re-elected 
as a director, in which case his appointment 
as managing director would ipso facto be 
terminated. Here, on the true construction 
of article 68, the plaintiff’s appointment 
was immediately and automatically ter- 
minated on the passing of the resolution at 
the extraordinary general meeting of 28 
September 1949, and it was no breach of 
contract for the company to dismiss him 
without notice, the company having ex- 
pressly retained such power in its own 
hands by its articles. 

(Read vy. Astoria Garage (Streatham) 
Lid., [1952] 1 All E.R. 922. 


CONTRACT: DAMAGES FOR BREACH—FOREIGN JUDGMENT SUED ON IN 

UNITED KINGDOM—RATE OF EXCHANGE TO BE USED WHERE THERE 

HAS BEEN A CHANGE BETWEEN DATE OF BREACH AND DATE OF FINAL 
JUDGMENT 


On 11 May 1950, following a breach of 
contract by the defendants on 13 June 
1949, the plaintiffs obtained final judgment 
against the defendants in the Supreme 
Court of the State of New York. On 20 
September 1949, between the date of the 
breach and that of the final judgment, the 
rate of exchange between the United States 
of America and the United Kingdom was 
altered from $4.03 to $2.80 to the pound 
sterling. In an action on the New York 
judgment— 


Held (Queen’s Bench Division, per 
Sellers, J.): Since the plaintiffs had sued 
on the judgment and not on the breach of 
contract, they were entitled to judgment 
for the amount of the judgment debt con- 
verted into sterling at the rate of exchange 
at the date of the judgment ($2.80 to the 
pound). 

(East India Trading Co. Iuc. v. Carmel 


Exporters and Importers Lid., [1952] 1 
All E.R. 1053.) 


CONTRACT: GOODS SOLD “SUBJECT TO EXPORT LICENCE” — MINIMUM 

EXPORT PRICES FIXED IN EXCESS OF CONTRACT PRICES—WHETHER 

VENDOR RELIEVED FROM PERFORMANCE UNDER “FORCE MAJEURE” 
CLAUSE 


A contract for the shipping of goods 
from Brazil during February to July 1951 
provided that the contract should be void 
for any quantity which was not shipped 
one month after the expiration of the con- 
tract period where shipment was prevented 
by force majeure, and that ‘‘this contract 
is subject to any Brazilian export licence.’’ 
In June 1951, the sellers gave the buyers 
notice that they could not ship the goods 
on the basis of the contract prices because 


the Bank of Brazil had stated that the 
goods could cnly be shipped at minimum 
f.o.b prices of £180 and £135 a ton respec- 
tively for the two classes of goods involved, 
which prices were £28 and £40 a ton higher 
than the contract prices. If they had paid 
the minimum higher prices to their sup- 
pliers, the sellers could have obtained a 
licence to export the contract goods and 
shipped, declared, and tendered them with- 
in the contractual period. 
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Held (Court of Appeal): (i) as there 
was no prohibition or embargo or physical 
or legal prevention of export, the sellers 
were not relieved from liability by the 
force majeure clause: (ii) by showing that 
they were required to pay more for the 
goods than the agreed selling price the 
sellers did not show that they were unable 
to obtain an export licence; they could 
reasonably have been expected to pay the 
higher prices which were a condition of 
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obtaining a licence; and, therefore, they 
had not taken all reasonable steps to obtain 
a licence and were not relieved from lia- 
bility under the export licence clause. 

Semble: The buyers might have had an 
answer under the latter clause if they had 
shown that they had made every reasonable 
effort, but had been unable to obtain a 
licence except on prohibitive terms. 

Brauer & Co. (Great Britain) 
James Clark (Brush Materials) 
[1952] 2 All E.R. 497.) 


Ltd. v. 
Ltd., 
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Edited by 
K. C. Keown, A.1.C.A., A.M.T.C. 


APPROACH TO AUDITING 


by 


R. A. IrIsuH, F.1.C.A. 


PART II 


I said earlier that Auditing is a little 
bit more than the mechanical checking of 
entries. It is also a little bit more than see- 
ing that all the transactions are included, 
and I suggest to you, and this applies 
especially to the final candidates, that you 
must also see that the transactions as entered 
are transactions which are legally in order. 
That doesn’t mean that you are expected to 
be a lawyer, though some auditors do tend 
to set themselves up as bush lawyers and 
take on a lot of functions which solicitors 
are justly entitled to perform. But there is 
quite a bit of legal knowledge which you 
must be expected to have, and you are 
going to be responsible if you don’t have it. 
Let us take, for instance, the question of 
the payment of dividends. In the payment 
of a dividend, you know as well as I do that 
you have to see a directors’ resolution if it 
is an interim dividend, you have to see a 
shareholders’ resolution if it is a final divi- 
dend, you have to look at the articles of 
association to see that those have been com- 
plied with, you have to check the details of 
the dividend list with the share register, 


and probably you will accept the endorsed 
cheque as evidence of the ultimate payment. 
Again I say to you that most candidates 
forget altogether the most important point 
of the lot—to see that the dividend is paid 
out of profits which are legally available 
for dividend. Many candidates, asked how 
they would vouch the payment of a divi- 
dend forget altogether that most vital facet, 
which to my mind is worth more than the 
rest of the details put together. 

Before I pass from that, you should know 
as well as I do that companies can’t pay 
dividends out of capital profits except 
possibly under rather unusual conditions. 
There is also a question that arises on 
occasions as to whether they should pay 4 
dividend out of this year’s profit when up 
till last year they had a thumping big loss. 
Matters of that kind have to be decided, and 
you have to settle whether those profits are 
legally divisible before you can pass the 
dividend as in order, and if you think it is 
not legally divisible, then I strongly say 
that you should if necessary get legal advice 
on it to establish your opinion, and 4s 
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Students’ Section—continued 

auditor you should certainly report at least 
the fact that there is,some doubt as to the 
validity of that payment. Otherwise it is 
well held that you may be personally res- 
ponsible for dividends which have been so 
paid out of capital. 


Then I have known cases to arise in con- 
nection with directors’ fees where the 
articles of association (very important 
documents in a company—they are almost 
your bible and you must study them on 
very many transactions, and be thoroughly 
familiar with them) provided that diree- 
tors’ fees had to be fixed by shareholders 
in general meeting, which is the most 
common form of article on that point, and 
the directors have proceeded light-heartedly 
to fix their own directors’ fees. Such a 
payment is illegal. It is beyond the powers 
of the directors. It is specifically provided 
that it must be done by a general meeting, 
and, as auditor, in vouching the payment 
of directors’ fees it is relatively more im- 
portant to see that they are properly paid 
in accordance with the articles than perhaps 
to see that the directors did in fact pay 
themselves the right amount. 


Another problem which I came across 
and which bears on this aspect of seeing 
that the transactions are legally in order, is 
a case in which a company was the mort- 
gagee of a hotel and suddenly found itself 
in the position of having to foreclose on 
that hotel so that by a strange twist of law 
it beeame the owner and earried it on. They 
were very upset to discover that the 
memorandum of association didn’t give the 
power to carry on a hotel. Very fortunately 
for all concerned, it operated profitably 
and was sold at a profit so that no trouble 
arose, but had it operated at a loss then 
the position is that the directors could have 
been personally responsible for it, and the 
auditor I suggest should have pointed out 
that the company was operating a business 
which it was not legally entitled to do. 


There are also times when, as auditor, 
you will have to exercise a little judgment. 
Indeed, I would go so far as to say that 
you have to be very alert in exercising your 
judgment all the time. How easy it would 
be to view a receipt such as I mentioned 
earlier, and pass it through as freight and 
duty when it should be capitalised. Errors 


The Australian Accountant 


447 


of that kind can be very serious and may 
involve very large amounts on occasions. 
They may make all the difference between 
a substantial profit and perhaps a substan- 
tial loss. One ease which I have found to 
arise and one quite often overlooked by the 
auditor just through lack of care at a par- 
ticular time is, for instance, the matter of 
dividends received from a company out of 
profits before the recipient company was 
incorporated. When those dividends are 
received, strictly speaking, those dividends 
are not available as current profits in the 
receiving company’s hands. They must be 
treated as an offset to the original purchase 
price. In many cases you find that the 
dividend is just put through in the 
ordinary way as a dividend received. 

Another thing which arises, and which I 
suggest in practice will arise quite often 
now that we have tougher times ahead of 
us it seems, is a question related to deprecia- 
tion. The examiners used to be quite fond 
of this sort of problem :—The directors of 
a company tell you as auditor that they 
don’t think they will write off any deprecia- 
tion this year because things look a little 
grim, and they still want to pay their 
dividend. After all, the market value of 
the plant is higher than the book value. 
What is your attitude as auditor? 

You will often find that the auditing 
candidate will say: ‘‘I would report the 
matter to the shareholders’’. All I can say 
is he would not last long in the auditing 
profession if he were quite so direct. A little 
more subtlety has to go into his techniques 
before that. The first stage is that you 
would endeavour to persuade the directors 
that their course of action is wrong, 
and the final stage of course is, if you are 
not satisfied, to report to the shareholders 
But why is it wrong not to provide depre- 
ciation under conditions such as these? 
That is where you have a very good question 
for examination candidates. They have to 
indicate their understanding of the neces- 
sity for depreciation. They have to express 
themselves well in that they have to write 
a report which doesn’t coerce the directors 
into doing something, but rather coaxes 
them into doing something. Believe me, 
there are many times in the auditing pro- 
fession where you have to coax people into 
doing things in their own interest, and not 
too many times when you can coerce them. 
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The reasons why you have to write off 
depreciation should be well known to you, 
but I do want to emphasise one point even 
on that, that the reason for writing off 
depreciation is not that it creates a fund to 
replace an asset. That is rather one of the 
results of providing for depreciation. It 
is not a reason for doing it. The reasons 
for providing for depreciation are :—firstly, 
that the plant does wear out in the process 
of earning income. I have taken plant as 
the obvious case. It is therefore necessary 
to write off against that income each year 
such proportion of the exhaustion as may 
be appropriate. It is also necessary from 
the angle that if you don’t write off depre- 
ciation the profits will be overstated and 
the asset values will also be overstated. 
That, I think, is pretty obvious because you 
should have a debit in the revenue accounts 
for depreciation, and you should have a 
reduction in the value of the plant in the 
balance sheet. Consequential on that is a 
third very important reason that, by failing 
to provide for depreciation, and so over- 
stating the profits, you may cause dividends 
to be paid out of capital, and that is one 
thing you know from the Court decisions 
is just about the last straw. They will 
forgive an auditor for a lot of things, but 
they will never forgive him for letting divi- 
dends be paid out of capital without draw- 
ing attention to it in his shareholders’ 
report. 


There is judicial precedent for the theory 
that you must write off depreciation before 
you can strike the net profit. 


Those are reasons. The replacement fund 
idea, that you accumulate a fund to replace 
is, I suggest to you, a result, and you are 
a bit ‘‘up-hill’’ if you try to establish that 
as a reason because there is nothing to say 
that the company will replace that parti- 
cular unit of plant—but it must replace its 
sapital. It must hold that intact, and it 
may prefer to keep the money in cash and 
never replace the unit. So that it is a 
result and a benefit to the company that if 
it does write off depreciation, it does aceu- 
mulate a replacement fund for use, if 
necessary, and it does restore its original 
capital. 

Another type of question which comes 
up not infrequently and again calls for 
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judgment is the matter of re-valuation. 
You are told that there is certain real estate 
which was bought for £10,000, and today is 
worth £50,000—probably today that would 
be subject to being able to find a buyer, 
The particular client wants to increase the 
value in the books by that extra £40,000, 
What is your attitude? I find again that 
many examination candidates in that sort 
of case take a very dogmatic attitude. They 
say, ‘‘ You can’t do it, and that is about all 
there is to it.’’ It is not a sufficient answer. 
First of all, if it is a firm, a firm has every 
right to put any value it likes in its balance 
sheet. If it likes to put down £100,000 as 
the value of that property, it can do so. All 
you have to watch as auditor is that their 
basis of valuation is very clearly disclosed, 
so that nobody can be misled by it. If it 
is a company, then again there is nothing 
to prevent them putting almost any value 
they like upon it, but your concern as 
auditor is mainly how they deal with the 
proceeds. If they merely write up the value 
of land and buildings by £40,000, then say, 
‘‘This will do us—let’s take £40,000 out of 
the bank’’, you, as auditor, must have some- 
thing to say, because that is distributing 


capital profits, and unrealised ones at that, 
and there is just no legal precedent which 
allows you to take cash out under those con- 
ditions. May I point this out, that, as far as 
the examiner is concerned, in a case like 
that you must always try to see both sides 
of the question, you must always be reason- 


able in your answer—above all, don’t be too 
dogmatic, on the lines I mentioned earlier, 
where you say it just can’t be done. You 
must always put up to the examiner an 
argument which will show the pros. and 
eons. of the question in a case like that. 


Then there is another thing which you 
must have in this approach to auditing, and 
that is courage. There are plenty of times 
where you find in professional practice that 
a very knotty problem arises, and it is 4 
real point of principle, and you can get 
some very tough directors who are going 
to battle with you as hard as they can to 
make you do what they want done. A very 
common point which is quite likely to aris 
today, is related to certain investment 
companies, which are buying and selling 
shares and are in fact traders in invest 
ments rather than a true investment trust. 
If a company is trading in investments, any 





December, 1952 


Students’ Section—continued 

fall in its market value has to be recog- 
nised, because its stock-in-trade is invest- 
ments, and if its stock-in-trade has fallen 
in value then that must be recouped out 
of current profits. You have to keep up your 
eurrent assets or current capital, so the 
Courts have said. If on the other hand the 
company is one which doesn’t speculate in 
investments at all but holds them per- 
manently, then there is no necessity to 
recognise that fall in market value; but I 
do suggest that it is very wise procedure 
to try to persuade your directors to show 
in the balance sheet what the market value 
is, none the less. However, in the case I 
have mentioned, I have known it to happen 
in the past where the directors of such a 
company have said, ‘‘We don’t want to 
write off any depreciation on our invest- 
ments. After all, the market shows signs of 
coming up again, and we will get out of 
them all right’’—and so on and so forth. 
That does not help you, as auditor, and 
unless you make it explicit in your report 
that the situation is as it is, then you go 
down with the directors when the facts are 
discovered. So, as I say, in your approach 


to auditing you must also have courage. I 
suppose you must have a certain amount of 


courage to go into the exam. room at all. 

What I have had to say here may have 
rambled a little through a number of points 
—maybe there are some other specific ques- 
tions which you would like me to clear up 
for you—but I have tried to show you 
through it all that there is a lot more to 
auditing than just ticking off figures in 
books. I have tried to emphasise to you this 
question of analytical judgment all the 
way through, and that you must not take 
things at their face value. 


If I have successfully planted in your 
minds a somewhat different approach to 
your auditing studies, then I will feel that 
I have done you a good turn because there 
are too many candidates who come into the 
examination room obviously prepared on 
the “‘parrot’’ or ‘‘quiz kid’’ basis. If you 
ask them a question, they can remember it 
ison Page 49 of the Ency clopedia Britan- 
niea or something, and recite it off. That is 
no good to you in auditing examinations. 
As I have said earlier, if I were the exami- 
her you would never get through on that. 
But I do feel that I should give you some 
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sort of practical advice on the subject of 
examinations and how to tackle them. I 
suppose we may say that candidates fail in 
examinations (and I am singling out audit- 
ing examinations especially) for three par- 
ticular reasons—the first and not uncom- 
mon one is that they do not know their 
work—that is they have not got the know- 
ledge and understanding of it. I can’t help 
you on that. Nobody else can help you. If 
you don’t put the work into it, you ean’t 
expect to get through. 

Another quite common failing, and a 
very unfortunate one, is that they don’t 
answer the question. I have seen some most 
admirable answers, correct in every detail, 
except that they did not answer the ques- 
tion that was asked. You don’t get any 
marks for that, unless you might get an 
odd mark as a very old examiner did on 
one occasion when he gave a chap one mark 
in a particular question because he said he 
was a fool. However, it was not enough to 
put him through. 

The third reason, and a very vital one, is 
that candidates don’t express themselves 
properly. I had that thought jotted down 
to give you, and IT came across the page 
that Mr. A. A. Fitzgerald put in the latest 
issue of your Journal—and frankly, if you 
read some of the sentences he has extracted 
from various papers, they just don’t make 
sense. It might as well be a Chinese prayer 
as some of the stuff and nonsense that is 
there. So I do urge upon you the fact 
that you must express yourselves well 
if you are going to get anywhere in your 
examinations. 

It means then that in your preparation 
for the examinations, it is a bit like getting 
ready for the Olympic Games. You have 
to make up your mind what your target is 
and work systematically towards it, and 
that you are really in the pink by the time 
you go over the top. 

Firstly, you must make sure you know 
your work, and in your studies I suggest 
to you that you must do an adequate 
amount of reading, and not merely from 
one book—because I think the wider the 
reading you do, so the subject expands in 
your own mind. You are very foolish if you 
confine your studies to one book, even if it 
is someone’s course or text book on the 
subject. You are not giving yourself a 
proper perspective. However, in the process 
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of reading, you must make one book more 
or less your bible. Come back on to that 
book, and go through the various parts you 
have been studying and cross-examine your- 
self very honestly—‘Do I know so and 
so?’’ Don’t be like some chaps who look at 
a page without really reading it and say, 
‘‘T know that and that and that’’—So 
they do till they get into the examination 
room! What you must do is to look at 
the question yourself to see if you really do 
know it. You will be surprised how little 
you do know at times. If there is some- 
thing you are finding difficulty with, under- 
line it and you will probably finish up a 
few days before the exam. with a little page 
of points that are always slipping your 
memory, but over all you will have accu- 
mulated a lot of knowledge that will stand 
you in good stead in your examination. 
You must be systematic, step by step, like 
that. So, first of all, you must know your 
work. 

When you get into the examination room, 
the standard advice, of course, is to tell 
you to relax. It is often easier said than 
done, but you can train yourself to do it, 
and your mind will work more actively and 
successfully if you do. 

Next, read your examination instruc- 
tions, and make sure what you have to do. 
You see cases where students have answered 
all the questions when they were not 
expected to, and they fail because they did. 
They have not given enough time to the 
number of questions they had to answer. 
They have skimmed through the lot, with 
unfortunate results. Then, before you put 
pen to paper, you should read right through 
the whole paper. You should read every 
question and every word in that paper. In 
your mind, you should size up which are the 
short and the easy questions—the ones you 
know and can do pretty quickly. There is 
a certain technique in passing examina- 
tions. Say you have eight questions and a 
four-hour paper. Having read it through 
you allow half an hour per question. You 
select the short, easy ones and you will 
probably find some of those you can get 
through in ten minutes, and maybe after 
an hour you are in a position where you 
have done four questions and have three 
hours left for the other four questions. This 
may sound idealistic, but it is not—it is 
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true, and you will find it so; but above all, 
when you plan to do your paper that 
way and you say you have only half an 
hour a question, if you have started your 
first question and are still not finished at 
the end of half an hour, get on to your 
next question. Too many candidates spend 
so much time on the first question that an 
hour and a half has gone by before they 
get on to the second one. Then you find 
yourself in a flurried state of mind. 

Great care must be exercised in selecting 
those first questions to be done. I will give 
you an illustration which can be taken best 
from an accounts paper. I’ve heard 
students say, ‘‘I did the question requiring 
us to do a balance sheet and trading 
account first’. That is just the silliest 
thing they could have done, because it is 
usually a very long question; it wouldn’t 
matter if they wrote at the speed of a type. 
writer they just couldn’t write it all out in 
an hour. Far better to have left that till 
last even though it was the easiest question. 
It must be the short question and the easy 
question, and you have to grade them 
accordingly, aiming to give yourself longer 
time for the questions that need longer 
time. 

When you have selected the question you 
are going to do, you still have not put pen 
to paper. Don’t just start writing furiously. 
If you haven’t been in an exam. room 
before, you won’t know it, but I think most 
of you will have seen it—the man who 
grasps his pen, dashes in like Tarzan, then 
the next minute has torn something up, 
taken another piece of paper and started 
again. That gets you nowhere. The candi- 
date who does get somewhere is the one 
who takes a little more time, reads his 
question first and analyzes it. He makes up 
his mind what the examiner really wants, 
because you get no marks for answering 
the wrong question. Then having analyzed 
it, he still hasn’t started writing. He pro- 
ceeds to plan his answer. I don’t care who 
you are—I do a tremendous amount of 
dictation every day, but I never go of 
like that. Before I dictate a word, I have 
thought about what I want to say, and that 
has come from experience. Originally I 
had to start writing down the point I 
wanted to make. You will find in your 
auditing examinations that it is a very wise 
procedure—to jot down what you intend 
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to say—maybe only a dozen words—just 
headings, and then say to yourself, ‘‘In 
what order will I put those?’’ On that basis 
you will find that you can write your 
answer systematically and have it well 
expressed, and you will get far more marks 
for it. All that may sound like a lot of time 
wasted. You may say, ‘“‘I’ll be twenty 
minutes before I start to write!’’ Don’t 
panic—just remember Sir Francis Drake! 
Apart from expressing yourself care- 
fully, you must set out your answer 
properly. You have two ways of setting 
out generally. One is to number the points 
in your answer. If the examiner says, 
“‘What are the special points in the audit 
of a brewery?’’ (that is one of the cases 
where auditors generally put a physical 
test on the stocks, of course) you can 
number your points, 1, 2, 3, 4, ete., but if 
he says, ‘‘Discuss the proposition that a 
company may re-value its assets and pay a 
dividend out of the proceeds,’’ then you 
are expected to discuss it. You must 
actually discuss it and write an essay stat- 
ing your views on the matter. So you 
really have the two types of answers—those 


where you may number your points, and 
they are the best because you don’t have to 


make any introduction or satisfactory 
closure to them, and then the others where 
you really have to write an essay. 
Personally I am somewhat partial to the 
report type of question because I think in 
that it not only tests the candidate’s ability 
to express himself, but generally too, gives 
him an opportunity to express opinions 
about a certain given set of facts—so it 
tests his judgment and at the same time 
tests his knowledge. If you are asked to 
give a report or a narrative answer, always 
see that it is properly introduced and that 
you close it off properly. One thing I warn 
you about, and I have been guilty of it a 
couple of times in the past few sentences, 
omit the personal pronoun as far as you 
can. Most of your questions say, ‘‘If you 
were the auditor, what would you do under 
so and so cireumstances?’’ A student may 
say, “‘I would do so and so. When I had 
done that, I would do so and so,’’ and ‘‘I’’ 
crops up every two or three words. It not 
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only sounds bad, but you are directing the 
examiner’s attention to the fact that you 
are an individual, and if he is not very 
pleased with you, he may unconsciously 
mark you down for it. I do think it is 
very necessary in those cases to try to 
avoid the personal pronoun without going 
to silly lengths to do it. 


Last of all I do impress the idea that 
simplicity of style is something worth cul- 
tivating too. If you look at some of the 
great parts of English literature, you will 
find they consist generally of very short, 
simple, easy words, and very often two 
short words may give a full picture of what 
you want to say. So cultivate that. When 
you are preparing for the exam. and you 
have written an answer, don’t just say, 
‘Thank heavens that is done, what is the 
next one?’’ or ‘‘ Will I finish in time to 
listen to the radio show?’’ Read it through, 
criticise it yourself—say to yourself, ‘‘ Have 
I said what I wanted to say, have I said it 
as shortly as I can say it, have I said it as 
well as I can say it?’’ I can give you a 
practical case of a man who failed three 
times in Final Auditing, then tumbled to 
the fact that he was unable to express 
properly what he wanted to say, and he set 
out to correct it. He would write out an 
answer in preparing for that examination 
a dozen times before he reckoned he’d 
licked it into shape, then he would go 
through and criticise it, and he finished up 
first in Australia. It sounds one of these 
success stories you might not believe, but 
it happens to be true. If you are at the 
receiving end, that is the examiner’s end, 
believe me there are times when you want 
to tear your hair out and stamp on it, 
because of the way the students have 
expressed themselves. So do aim to say 
exactly what you mean, to say it as shortly 
and nicely as you can, and I think you will 
find that will also help in passing the 
examinations. 


I do hope that this lecture will assist you. 
Perhaps you expected something different, 
but if, as a result of listening to it, you 
have discerned the right approach to 
auditing examinations, you have learned 
the most important lesson of all. 
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Angus Cancaster 


DO YOU TRANSPIRE ON A HOT DAY ? 


From time to time, and provided I get 
the money in advance, I do proof-reading 
for the Taxation Editor of this journal. 
It so happened (not transpired) that I 
proof-read the reasons for decision of 
Board of Review No. 1 in 2 C.T.B.R. 
(N.S.) Case No. 16. In Mr. Angus Leslie’s 
reasons, the following sentence appears: 
“At the further hearing it transpired that 
such evidence was not available.” 

I have very happy memories of the 
word “transpired.” In my gently-nurtured 
youth, my mate and I used to “work” the 
hotel bars. One of our tricks was to pal- 
up with a stranger, and after being on the 
paying end of several drinks I would say, 
“Let’s get out of here; I’m transpiring 
like a horse.” Nearly every time the 
stranger would correct me by suggesting 
I meant “perspire.” An argument would 
ensue in which my mate would take the 
stranger’s part. Bets were then laid on 
the word; a dictionary was produced by 
my mate; I collected. We used to make 
up to £5 a day on the word. However, I 
had to give up the practice—not because 
of a reluctance to teach strangers good 
English, for a consideration, but because 
strong drink began to make war on my 
digestion. 

“Transpire” is derived from “trans” = 
across, beyond, through, and “spirae” = 
to breathe. As a transitive verb, it means 
—to emit through the excretory organs 
(of the skin or lungs). As an intransitive 
verb, it means—to pass off as vapour (of 
perspiration, ete.). It is used in a figura- 


> 


tive sense to mean—to leak out, to becor 
known. When, therefore, Mr. Leslie s 
“At the further hearing it transpired tha 
such evidence was not available,” ] 
means “it became known that such e 
dence was not available.” 


Mr. Leslie is a scholar and a gentlemaj 
and, much more important, the blood of 
proud Highland clan flows through 
veins. Mr. Leslie did not mean, and coul 
not mean, that “it happened that su 
evidence was not available.” There ig} 
Jacobite song my Highland grandfa 
used to sing to me as a little boy. I hay 
never read the words, but if, after fifty 
five years, my memory does not betray 
they ran like this: ’ 
It happened on a day, a bonny summé 

day 

When the corn was green and early” 
And there fell oot, a great dispute 

Between Argyle and Airlie. 

Oh! Argyle has ta’en a hundred o’ his mé@ 

A hundred o’ his men and mairly 
And he’s comin’ doon fra’ bonny Dunke 

To plunder the house of Airlie. 

Imagine a proud Leslie singing 
transpired on a day, a bonny summé 
day.” p 

The English, who _ invented 
language, but passed it on to the Hi 
land people to perfect it, commonly 
the word “transpire” as a synonym 
“happen,” “occur.” Every time I hear 
English so misuse the word I feel & 
smiting them with a sockful of hot haggl 











